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If you smoke... 


you should know that many smokers who are looking for a cigarette 
that offers smoking pleasure and ultra low tar have made today’s 
Carlton their No.1 choice. 

In fact, Carlton is America’s most popular, best Selling 
ultra low tar brand. 

Latest U.S. Government Report—Carlton King, Menthol 
or Box 100-10 packs of Carlton have less tar than 1 pack 
of the following brands: 


Kent Kent 100's 


Winston Lights Winston Lights 100’s 
Marlboro Benson & Hedges 100's 


Salem Parliament Lights 100's 
Kool Milds Salem 100's 
Newport Marlboro 100's 


Carlton Kings Lessthan 0.5 0.1 
Carlton Menthol Lessthan 0.5 0.1 


100’s: 4 mg. tar, King, Menthol 
0.4 mg. nic. and Box 100°: 
100’s Menthol: Less than 
3 mg. tar, 0.5 mg. tar, 
0.3 mg. nic. 0.1 mg. nic. 


Box King-—lowest of all brands—less than 0.01 mg. tar, 0.002 mg. nic. Gortiors 


Carlton is lowest. 


Box: Less than 0.5 mg. “tar”, 0.05 mg. nicotine; Soft Pack, Menthol and 100's Box: 
Less than 0.5 mg. “tar”, 0.1 mg. nicotine; 100's Menthol: 3 mg. “tar”, 0.3 mg. nicotine; 
100's Soft Pack: 4 mg. “tar”, 0.4 mg. nicotine av. per cigarette, FIC Report Dec. ‘81. 


Warning: The Surgeon General Has Determined 


That Cigarette Smoking ls Dangerous to Your Health. 
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GMAC’s done it again! Announcing our new 
low financing rate: 9.9%. It’s a great oppor- 
tunity for qualified retail buyers to save on 
popular selected new GM cars and pickup 
trucks. 

This special 9.9% GMAC financing is 


available from participating 
GM Dealers on eligible 

vehicles ordered from the 
factory by April 30, 1983, 


ae cr aera a ee Cavalier 
= espe A Pontiac Phoenix * 
Z —a (all models) c= am 


1 Buick Skylark 
(all models) 


Buick Skyhawk 
(all models) 


GMC S-15 Pickup 


or delivered from dealer stock by May 31, 
1983. Dealer financial participation may 
affect the final negotiated price of the vehicle. 
Excludes fleet sales and leased units. 

See your participating GM Dealer now. 
Make your best deal on the vehicle you 
want and get the number 
you'll like—9.9% GMAC 
financing. 


FROM GENERAL A GENERAL MOTORS 
CHEVROLET * PONTIAC * OLDSMOBILE ¢ BUICK * CADILLAC * GMC TRUCKS 


The Eldorado idea. America first fell in love with it 
|6 years ago. Combine the sportiness of a 
custom personal car with the comfort and engineering innovation of 
a great luxury car. And now. ..its finest expression ever 
Eldorado 1983...one of the 
world’s best engineered cars. With front-wheel drive, 
four-wheel disc brakes, Digital Fuel Injection and more. 
Including the available Full Cabriolet roof shown. 
Time to fall in love again. 
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BEST OF ALL...IT’S A CADILLAC 
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CADILLAC MOTOR CAR DIVISION, U.S.A. 
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Spiritual Renewal 


Your Special Report, “Religion’s 
New Turn: A Search for the Sacred” 
[April 4 issue], is right on target—ob- 
jective, lucid and encouraging in a day 
of secularism and skepticism. 

Millions of Americans are involved 
in a religious renaissance. It is to be 
hoped that this spiritual vitality will 
flourish into the tomorrows. This spiri- 
tual renewal may yet impact both on 
our frustrating domestic problems and 
our complex international relations. 

CLAUDE L. CHILTON 
Phoenix 


Your excellent report confirms our 
experience in recent years. In our in- 
quirers’ classes, we find a growing hun- 
ger for a deeper understanding of the 
Bible, for more details about the life 
after death, for a clearer idea of the 
God we worship, for faith through un- 
derstanding, for more down-to-earth 
relating of religion to life. Many inquir- 
ers say that they have not found these 
things in traditional churches. 

THE REV. DOUGLAS TAYLOR 
Bryn Athyn, Pa. 


The pictures of love and submission 
to a higher power told more of the 
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movement and its intensity than the 
article itself. You have captured indeed 
the turn toward God that is happening. 
We say, “In God we trust,” yet we build 
bombs and do not pray. This article 
may bring the power of prayer out of its 
closet. Congratulations on your bold 
step in publishing this information. 
TOM LOEBMANN 
Newport Beach, Calif. 


I read your cover article with excite- 
ment and appreciation. Thank you for 
a fine and timely piece of reporting. As 
the Roman Catholic chaplain of a large 
university and a campus minister for a 
number of years, I do wish that you 
would have said more about the lively 
and deepening faith of students on our 
nation’s campuses. It is genuine and 
sure proof of the importance of the 
spiritual in the struggle with both the 
mystery and grace of human life. 

THE REV. PATRICK JOHNSON, C.S.P. 
Boston University 


Many truly religious people are dis- 
enchanted with the liberalism of our 
mainstream churches. This you report- 
ed accurately. But you should have at- 
tended some small group meetings and 
talked to the people who seemed so 
zealous. You would have found, in most 


instances, that the fervor was just an- 
other aspect of “taking care of No. 1.” 
As one of the disenchanted, I despair 
of congregations who find new ways to 
serve only themselves. Thank God for 
the few who are feeding and clothing 
the poor and hungry instead of spend- 
ing the Lord’s money on themselves. 
THOM H. BILLINGTON 
Lake Waccamaw, N.C. 


Former POW’s 


Regarding “A Return Visit With 
POW’s—10 Years Later” [March 28]: 
Thank you for an enlightening, inter- 
esting, heartwarming and uplifting 
look at the men who have given so 
much in service to our country. What 
terrific guys! 

SANDRA CAMPBELL BOWEN 
Glendale, Calif. 


The article showed what outstanding 
effort man is capable of when forced to 
dig deep into his inner reserves in or- 
der to survive. It gives one a sense of 
purpose and accomplishment that few 
people experience in their lifetimes. 

One item not mentioned is the Vice 
Adm. James Bond Stockdale Leader- 
ship Award presented annually by the 
chief of naval operations on the basis of 
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The tax team, from left: Kelly, Wiener, Frailey, Karmin, Morse, Gibson. 


A Memo to Our Readers 


Debate over taxes has gone beyond cuts or increases. Many citizens 
are demanding a major overhaul. For our “ABC’s of Taxes” report in 
this issue, we decided to look at the income-tax system as a whole: How 
taxes are levied and collected and what the prospects are for change. 

“The idea isn’t just to give you tax hints but to tell in a bigger picture 
the role of the income tax in our lives,” notes Deputy Editor John 
Gibson, who headed the project. The magazine already publishes 
packages of advice for taxpayers at least three times a year plus our 
regular Tax Rulings, News-Lines and News You Can Use columns. 

The package begins with an introduction on page 39, followed by 
Associate Editor Bud Karmin’s report on the theory behind the tax 
system. Len Wiener, our tax editor, discusses income that escapes taxes. 
Then there’s a Pictogram on the growth in taxes, a story on corporate 
taxes and one by Wiener on deductions. There’s also an account of how 
the Internal Revenue Service catches cheaters, with photos by Tom 
O’Halloran on what happens to your tax return. Associate Editor Orr 
Kelly describes how the tax system is used as a law-enforcement tool. 

You'll see reports, too, on proposed tax changes and tax indexing and a 
glossary of tax terms. Much of the research was done by the magazine’s 
Economic Unit, including Bob Morse, Rick Elbo, Mike Gallagher, Ben 
Cole, John Collins, Bob Black, Dick DeLouise and John McCann. 
Assistant Managing Editor Fred Frailey masterminded the charts. 

We asked Wiener if he did his taxes at the last minute. He reports 
that he completed his forms in January. He needed the time—to 
answer tax questions from relatives and acquaintances. 
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DEFINES A WOMAN Help Prevent Birth Defects — 
LIKE ELEGANCE. The Nation’s Number One 

Child Health Problem. 


Support the 


(CROSS March of Dimes 


GE BIRTH DEFECTS FOUNDATION BE 
SINCE 1846 


And what better definition for elegance than Cross 
for Women. Now in satin black with convenient : 


pen purse. Lifetime mechanical guarantee. 


Suggested prices from $16.50 to $75. This space contributed by the publisher 
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The roses are silk, the feeling is 
real. A box of love you can take 
with you, or have us send, free 
whenever you rent Thrifty. 
They show we appreciate your 
business as much as you 
appreciate whoever's waiting 
for you. Thrifty is also a 
Florafax sending station for 
live floral arrangements so. 
youcansend flowers 
from our offices. 


FLORAFAX 


Now send live flowers 
from Thrifty offices or call 
1-(800)-FOR-LOVE 
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The No-Smoking Car, or The Smoker's Car. 
Now, in most major cities Thrifty offers both types of clean, fresh cars at | 
the same low Thrifty price. Check on availability. We feature GM cars like these 


Chevrolet Caprice Classics. 
Thrifty Worldwide Roses on every qualifying rental. Just bring 
Reservations 800-FOR-CARS or mention this ad. This offer — at 
In contiguous U.S. and Puerto Rico. ann ary Pe a and eg net 
ii: 800-331- locations in the U.S. on regular publishe 
. pew sabato 8 Nh dal RIF T ¥ daily, weekly, and Special Account rates. 
In Canada: collect 918-664-8844 RENT-A-CAR Valid on rentals starting between January 
wi ageck oars: : ; 1, 1983 through May 31, 1983. Void where 
Serving airport and neighborhood ii 
: prohibited. 
locations around the world. 
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Currents in the News 


PEKING 

China’s dramatic suspension of sports 
and cultural exchanges with the U.S. 
demonstrated just how far once-friend- 
ly relations between the two countries 
have deteriorated in recent months. 

Peking ordered the action to retali- 
ate for Washington’s grant of political 
asylum to 19-year-old Hu Na, one of 
China’s top women tennis stars. 

American officials regard the freeze, 
announced April 7, as a largely symbol- 
ic gesture of China’s displeasure. They 
expect it to be lifted at the end of 1983, 
thus permitting the Chinese to partici- 
pate in the 1984 Summer Olympics in 
Los Angeles. 

The exchange moratorium will elim- 
inate only a few American appearances 
in China this year, including a concert 
by the Juilliard String Quartet, a film 
festival and an art show. No USS. sports 
teams were to visit China. Peking had 
planned to send teams to 10 American 
track-and-field, swimming and other 
sports events. 

Peking stopped short of banning pri- 
vately arranged exchanges. Nor does 
its dictate apply to some 10,000 Chi- 
nese students and researchers in the 
U.S.—nearly half of them scientists and 
technicians honing skills useful to Pe- 
king’s modernization program. 


Furor Over Those 
Long, Long Trucks 


A showdown shaped up between the 
states and the federal government in 
mid-April over a new law aimed at put- 
ting double-trailer trucks on highways 
across the country. 

The Federal Highway Administra- 
tion tried to enforce the law on April 6, 
after designating more than 181,000 
miles of federal-aid roads for use by the 
giant rigs—a plum given to the truck- 
ing industry to soften the blow of a 
recent boost in user fees and fuel taxes. 
Almost a fourth of those miles are in 
the interstate highway system. 

“We're simply not going to do what 
the federal government wants,” said 
New Jersey Governor Thomas Kean, 
who warned of tickets for twin-trailer 
trucks that leave interstate highways. 

Governor William O’Neill signed a 
bill prohibiting tandem trailers from 
Connecticut. State officials in Georgia 
and Vermont won federal court orders 
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Hu Na playing in U.S. before she defected. 


That educational exchanges were to 
continue was implicit recognition by 
the Chinese that they gain far more 
from them than do the Americans. 
Only 400 to 500 U.S. students and 
teachers are now in China, and their 
activities are rigidly curtailed. 

The Hu case joins a long list of griev- 
ances Peking cites as responsible for 
the gradual cooling of U.S.-China rela- 
tions. Among the complaints are the 
continued high levels of U.S. arms sales 
to Taiwan, Washington’s unwillingness 
to meet Chinese demands for high 
technology and a dispute over Chinese 
textile exports to America. 

Although the U.S. State Department 
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called it “overreaction and inappropri- 
ate,” the moratorium came as no sur- 
prise. Ever since Hu defected last July 
while on a tennis exhibition tour in 
California, top Chinese officials, includ- 
ing strong man Deng Xiaoping, have 
stressed the gravity of the case. 

It was Deng’s personal intervention 
to forestall a grant of asylum that may 
have brought about Peking’s swift re- 
action. One diplomat explained: “The 
Chinese interpreted the grant of asy- 
lum as Reagan spitting in Deng’s eye. 
They had to retaliate.” 

Peking is worried less about whether 
Hu’s refugee status will stimulate new 
defections by Chinese in the U.S. than 
it is about the impact on the nation’s 
self-image and its image international- 
ly. In effect, Hu turned her back on the 
best that Chinese Communism has to 
offer a star—special treatment at home 
and the opportunity for travel and 
fame abroad. 

Chinese officials publicly faulted the 
US. for “the unreasonable decision on 
the Hu Na problem.” They believe the 
Reagan administration was duped by 
Taiwan into classifying Hu as a political 
refugee entitled to asylum. The Na- 
tionalists stand to gain most from the 
defection and will treat it as a major 
anti-Communist propaganda coup. 

The suspension of cultural ex- 
changes, however temporary, is the 
first formal break in a relationship that 
the U.S. had hoped to foster to counter 
Russia’s ambitions in Asia. O 
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temporarily barring the 
large rigs from their non- 
interstate highways. 

“Those roads are just not 
safe for those big trucks,” 
said Harry Murphy of the 
Georgia Transportation 
Department, which want- 
ed to open only 43 miles of 
noninterstate roads to the 
twin trailers instead of the 
2,866 approved by the fed- 
eral government. “We feel 
we're more familiar with 
the situation than they are 
in Washington.” 

The new statute does more than 
spread use of double-trailer trucks, 
which already were legal in 36 states, 
including all of those west of the Missis- 
sippi River. It also increases maximum 
truck widths and weights. 

Nearly all states have restricted 
truck widths to 8 feet. The new law 
puts into effect a nationwide maximum 
of 8% feet—a source of concern in 
states with lanes only 9 feet wide. 

On the other hand, every state but 


Twin trailers, common in West, are coming to the East. 


Illinois has truck-weight maximums 
matching the new 80,000-pound limit. 

In past disputes with states, Wash- 
ington has prevailed by threatening to 
chop their federal aid. The new law 
allows cuts in assistance when states 
refuse to change their limits on truck 
weights, but it forbids such penalties 
for resistance to wider and longer rigs. 
As a result, federal lawyers have start- 
ed pushing for court orders to achieve 
compliance. O 
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Where the Space 
Shuttle Goes Next 


With 1983's first shuttle flight 
launched 10 weeks behind time, the 
National Aeronautics and Space Ad- 
ministration is counting on 24-hour 
workdays and a lot of luck to maintain 
an ambitious and vital schedule. 

This year’s timetable called for five 
flights in nine months, starting with 
the first launch ever of the spaceship 
Challenger on April 4. By contrast, the 
only other shuttle ever in space—Co- 
lumbia—took twice as many months to 
make the same number of flights. 

Challenger’s crew made America’s 
first space walk in nine years, but it 
had less luck deploying a 100-million- 
dollar communications satellite consid- 
ered essential to this year’s space pro- 
gram. A booster rocket failed to send 
the satellite into a stationary position 
over South America. In coming weeks, 
ground technicians hope to correct the 
craft’s flight path. 

Plans called for a twin communica- 
tions satellite to go into orbit over the 
Pacific during a Challenger flight in 
August. The two satellites are designed 
to put NASA in close contact with as- 
tronauts 85 percent of the time they 
are in space, compared with only 15 
percent in the past. 


rr 
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Donald Peterson hangs on during Ameri- 
ca’s first walk in space in nine years. 


Such communications are needed for 
September’s billion-dollar Spacelab 
mission—a scientifically and diplomati- 
cally important joint effort with several 
European nations. NASA planned to 
use a refurbished Columbia to hoist 
that laboratory and a crew of seven 120 
miles into space for seven days. 

Other scheduled missions: Challeng- 
er’s launching of three satellites in June 
for customers in Canada, Indonesia 
and West Germany, and a Challenger 
flight in December to put in orbit an 
intelligence satellite for the Pentagon. 

In addition to around-the-clock shifts 
at Cape Canaveral to meet its goals, 
NASA has spent heavily on such prob- 
lems as faulty shuttle engines. The 10- 
week delay in Challenger’s liftoff cost 
taxpayers an extra 10 million dollars. 0 


The Oily Mess 
In Persian Gulf 


The oil that makes the Persian Gulf 
region one of the richest in the world 
threatened in early April to produce an 
economic and environmental disaster. 

Fed by oil leaking from offshore 
wells damaged in the Iran-Iraq war, a 
huge slick spread across the gulf, men- 
acing shores of several nations. 

The main source of the slick was Ira- 
nian wells in the Nowruz Field be- 
tween Iran and Kuwait at the northern 
end of the gulf. The wells, struck by 
Iraqi warplanes on March 2, spewed up 
to 7,000 barrels of oil a day. 

The slick posed nightmarish prob- 
lems. Cooked by a broiling sun into a 
tarry mass 15 inches thick in places, it 
covered some 5,000 square miles, 
roughly the size of Connecticut. 

Multimillion-dollar desalinization 
plants in Saudi Arabia, Bahrain, Qatar 
and the United Arab Emirates were in 
danger of contamination. The plants are 
vital for supplying water for drinking, 
cooling factories and generating power. 
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Even as engineers expressed confi- 
dence that booms and other rigs would 
protect the plants’ intakes, Arabs along 
the coast began a run on bottled water. 
The cost of mineral water in Qatar 
climbed to $6 a quart—far higher than 
the comparable price of oil. 

The massive oil blob also threatened 
to cut rich harvests of shrimp and fish 
and to pollute coastal beaches. Dead 
fish and animals washed up on the 
shores of Saudi Arabia. 

“If the current continues to carry the 
oil southeast and south, it will be flow- 
ing right into routes of oil tankers,” 
said Rich Golob, publisher of Boston’s 
Oil Spill Intelligence Report. 

Efforts to cap the wells were ham- 
strung by disputes between Iran and 
Iraq. Iran wanted repair workers to get 
safe conduct into the war zone. Iraq 
insisted on a limited, but formal, cease- 
fire. Teheran saw that as an Iraqi at- 
tempt to avert total defeat in the 31- 
month-old war. 

Even with a green light, experts will 
need a month or more to cap the wells 
and stem the leaks. In the meantime, 
the gulf is turning, as one authority put 
it, into a “vast oil lake.” 
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Challenger’s first big job: Launching 
satellite vital to Spacelab mission. 


Social Security: 
Who Gets What 


Each month, nearly 36 million 
persons—15 percent of the US. 
population—get some 13 billion 
dollars in Social Security checks. 

The benefits at last report, in 
January, averaged $373—up $32 
from a year earlier and up $161 
from the same month in 1978. 


Where the money goes— 


Persons Average 
Getting Monthly 


Benefits 


11,110,705 
9,777,337 

.. 3,050,073 
559,990 


Male retirees 
Female retirees 
Retirees’ spouses 
Retirees’ children 


Disabled male 
1,735,650 


853,874 


361,444 
Disabled workers’ 
children 
Deceased workers’ 
widowed parents 
Deceased workers’ 
children 
Workers’ widows 
and widowers 
Workers’ disabled 
widows and widowers 113,871 
Deceased workers’ 


993,339 


ir ON fot 


2,323,093 


4,491,731 


Benefit 
$471 
$363 
$213 
$166 
$485 
$349 
$129 
$128 
$303 
$286 
$379 
$242 


$335 


Currents ‘ontinuea) 


Watt: A Light 
That Never Dims 


No matter how many times James 
Watt strikes a sour note, Ronald Rea- 
gan will find a way to hum along with 
his most abrasive cabinet member. 

This was evident once again when 
the President in early April laughed off 
the Interior Secretary’s attempt to ban 
rock music from July 4 celebrations on 
Washington’s Mall. Reagan showed he 
still values Watt as a political ally. 

Watt touched off a furor 
by announcing that since 
rock music encouraged 
“drug abuse and alcohol- 
ism” and drew “the wrong 
element,” he had decided 
that Las Vegas singer 
Wayne Newton would be 
“more wholesome” than 
the Beach Boys, Mall fa- 
vorites for years. 

Disc jockeys across the 
land quickly branded Watt 
the government’s “chief 
nerd,” and White House 
aide Michael Deaver snapped that “‘any- 
body that thinks that the Beach Boys are 
hard rock must think Mantovani plays 
jazz.” Other Beach Boy champions: 
George Bush and Nancy Reagan. 

In a strategy hastily arranged by the 
White House, Watt agreed to go before 
TV cameras and re-invite the Beach 
Boys. He held a presidential gift—a 
plaster foot with a hole signifying, he 
said, that “I shot myself in the foot.” 


Time after time, Watt has stirred up 
controversies that had to be smoothed 
over. He once said he never refers to 
Democrats and Republicans: “It’s liber- 
als and Americans.” He infuriated 
American Indians recently by saying 
their reservations were examples of 
failed socialism. 

Yet Watt remains in good standing 
with the President, thanks to his loyal- 
ty, his fund-raising ability and his solid 
links to Republican conservatives. By 
facing the public with the bullet-holed 
foot, one White House aide said, “he 
was a good sport.” O 


Watt shows hole-in-foot 
gift from Reagan. Below: 
Beach Boys concert at 
Washington Monument. 


G Current Quotes 


“It seems that nearly every 
American either has a share of 
federal spending or has a close 
relative who does.” 


Representative Trent Lott (R-Miss.) on 
why it’s so hard to cut the federal budget. 


“My heart was telling me | could, 
but my head was telling me it was 
nearly impossible.” 


Senator Dale Bumpers (D-Ark.) deciding 
that a lack of money and organization will 
keep him from running for President. 


“The United States government 
isn’t breaking the law, and the 
United States government 
wouldn’t break the law.” 


U.N. Ambassador Jeane Kirkpatrick, 

on ABC’s “Nightline,” discussing a 1982 
law that prohibits the U.S. from trying 

to overthrow the Nicaraguan regime. 


L 


“We can put men on the moon, but 


“The advent of spring does not 


“New figures show that the 


average military careerist spends 
23 years in uniform and then 32 
years drawing a pension.” 


Representative Les Aspin (D-Wis.) 
proposing changes in the military- 
retirement system. 


we Can’t call New Orleans.” 


Louisiana transportation official Joseph 
Modicut on torrential rains that 

flooded the state’s biggest city and 
severed its communications. 


require an act of Congress, and, 
considering how slowly the 
Congress moves sometimes, it’s a 
darn good thing. We might 

never get past winter.” 

Senator Malcolm Wallop (R-Wyo.). 
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The Reagan administration, besieged 
at home and abroad by critics of its 
nuclear-arms policies, received unex- 
pected relief from one important quar- 
ter: The Roman Catholic Church. 

A panel of bishops sounded a much 
less strident note in the latest draft of a 
pastoral letter on the morality of nucle- 
ar arms. The five-man Committee on 
War and Peace, whose proposed state- 
ment in October branded American 
nuclear strategy as immoral, issued a 
new draft on April 6 that moved closer 
to the basic defense policies of the U.S. 

The bishops continued to stress that 
even limited use of nuclear weapons 
“may quickly escalate to horrendous 
proportions.” But the clerics refused to 
rule out the possibility of the U.S. being 
the first to use nuclear weapons, if the 
Soviet Union were to start overrunning 
Europe. They suggested instead that 
the conventional forces of the North 
Atlantic Treaty Organization in Eu- 
rope be beefed up so Moscow would 
never launch such an attack. 

The bishops urged a “curb”—instead 
of a “halt”—on the development and 
deployment of new weapons systems, 
such as the MX missile. Cardinal Jo- 
seph Bernardin of Chicago, head of the 
committee, said the panel wanted to 
avoid endorsing nuclear-freeze legisla- 
tion now in Congress. 

The committee continued to call the 
nuclear-arms race “one of the greatest 
curses on the human race,” but it re- 
fused to blame the United States. The 
world’s nuclear arsenal has grown, Ber- 
nardin said, “largely because of the his- 
tory of the conduct of Soviet power— 
we must not be naive about this.” 

The new Catholic stance is to the 
right of the positions taken by most 
other church groups that have spoken 
out. In the past year, resolutions favor- 
ing an arms-race halt have been passed 
by national organizations representing 
20 million worshipers, including Meth- 
odists, Lutherans and Reform Jews. A 
pastoral letter by Episcopal bishops 
called the arms race a “strange insan- 
ity.” The American Academy of Reli- 
gion, representing 4,700 professors, 
said the risk of global destruction 
“makes any moral justification for the 
use of nuclear weapons impossible.” 

In May, nearly 300 bishops will vote 
on the Catholics’ new letter, and Prot- 
estants will gather for a disarmament 
meeting called by evangelical groups, 
including President Reagan’s own Pres- 
byterian congregation. O 


U.S.NEWS & WORLD REPORT, April 18, 1983 


© 1983 R.J. REYNOLDS TOBACCO CO. 


LIGHTS: 9 mg. “tar”, 0.7 mg. nicotine, LIGHTS 100s: 12 mg. “tar”, 
0.9 mg. nicotine, av. per cigarette by FIC method. 


Warning: The Surgeon General Has Determined 
That Cigarette Smoking Is Dangerous to Your Health. 


These days you're apt to find BankAmerica Travelers 

Cheques anywhere under the sun. They're welcome from 

sea to shining sea, and in 160 countries around the globe. 
Rain or shine, they're refundable in more than 40,000 

places worldwide —including participating Hilton hotels 

and inns throughout the U.S. 

They're available in leading world currencies. And 


BankAmerica Travelers Cheques. World Money? 
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they are the only travelers cheques backed by BankAmerica 
Corporation, a leader among the world’s foremost finan- 
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A LOOK AHEAD FROM THE NATION’S CAPITAL 
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Issues that will dominate the 1984 presidential race are taking shape. 


With President Reagan sounding more like a candidate every day and the 
Democrats already taking stands, here are key battle areas for the campaign-- 


War and peace: Reagan will try to combine roles of tough defender of U.S. 
and negotiator cutting back the arms race. Old perceptions of "warmonger" are 
being revived. Hard for Reagan to fight without arms-talks breakthrough. 

The Democrats have a problem, too: Trying to cut defense spending and push 
for an arms agreement without appearing to harm U.S. security. 


The environment: Reagan will not sway hard-core conservationists. He'll 
try to win over moderates with more talk about saving the environment. 

The economy: Continued recovery will help the President. Blue-collar 
workers--key to GOP's 1980 win--will be lost unless jobless rate drops fast. 
Democrats' weak spot: Charges they would spend country back to inflation. 


Fairness: Despite all White House efforts, this issue will not go away. 
Democrats will stress idea that Reagan is a rich man's President. 

Minorities: Republicans are making no inroads, but Democrats have 
problems, too. Backlash of Chicago mayoralty campaign could leave deep split. 

Age: At 73 next year, a vigorous President probably can defuse this again. 
But a miscue, a Stumble, any sign of weakness could give Democrats an opening. 

Personal appeal: Reagan's strong suit. Can Democrats find a candidate who 
can stir the nation's interest? Looks like a tough year for both sides. 


As the MX debate heats up this spring, there will be more talk about the 
proposed small "Midgetman" missile. Its single warhead would be capable of 
destroying larger Russian missiles containing 10 warheads. 

The weapon has strong support now. But criticism is rising. 

Why? More expensive. To get the same firepower as the big MX, you would 
have to build 10 missiles, 10 support systems, 10 of everything. 

Also, building a new small missile along with the MX may violate the 
unratified SALT II treaty. That could heat up arms race rather than cool a 


Deregulation is changing banking rules so rapidly that confusion reigns in 
financial circles on Main Streets all over. Washington wants a timeout. 
‘Specifically, a delay in changes that allow a mixture of banking and other 
financial operations--to give Congress time to sort matters out. 
The comptroller of the currency is taking the first step. For the rest of 
(over) 
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the year, nonbanking companies will not be allowed to set up banks. 
Don't look for quick decisions. Senate Banking Chairman Garn says changes 
have come so fast that Congress will need a couple of years to figure them out. 
Even regulatory agencies can't agree on what to do. The Fed told a New 
York mutual-fund company not to set up a bank. The comptroller said it could. 


With the shuttle program going full blast, the Space agency is planning 
projects through the rest of the century. Some important launch dates-- 


1988: Radar readings of Venus to produce a map of the planet. 

1990: Satellite orbiting of Mars to map the surface, study the climate. 

Early 1990s: A spacecraft that will rendezvous with a comet for the first 
close U.S. view of the phenomenon and a chance to bring back dust samples. 

Early 1990s: Closer look at Titan, largest satellite of Saturn. Earlier 
missions found conditions like those believed to have spawned life on Earth. 

The missions include a fly-by of Uranus, probes of Jupiter and Saturn, 
more investigation of the moon. Cost: 300 million a year in 1984 dollars. 


Recovery in a vast country such as the U.S. is always Spotty. Where are 
business conditions picking up fastest? Brightest spots are in the East. 

According to a study by this magazine's Economic Unit-- 

Among those showing the best improvement from a year ago are Burlington, 
Vt.; Norfolk, Va.; Oklahoma City; Salt Lake City-Ogden, and Albuquerque. 
Dallas-Fort Worth, Wilmington, Del., and Washington, D.C., are not far behind. 


U.S. recovery is not likely to get fast help from renewed economic growth 
in other parts of the world. A U.N. Study says high interest rates, general 
uncertainty may keep Western Europe's economic growth below 1 percent in 1983. 

The outlook for Southern Europe is bleaker. Domestic demand in Yugoslavia 
and Portugal is likely to fall, while rising very little in Spain and Greece. 

Oil prices are the key. If they stay down, growth will speed up. 


Where are countries putting their money? More and more of them on arms. 

A new study says that while the Soviet Union and the U.S. are way ahead in 
military funding, other nations are increasing their rates rapidly. 

Middle East countries tripled their share of world military Spending in 
the 1970s. African nations increased their overall spending by 33 percent. 

In addition to the U.S.S.R., other countries using more than 10 percent of 
their total output on arms include Israel, Syria, Iran, Yemen, Oman, 
Czechoslovakia, Bulgaria, Mauritania, Albania and Cambodia. 


What do foreign visitors want to see when they come to the United States? 

New York City is attracting more of them than any other American city--29 
percent say they stop there. Miami, with 19 percent, places second, with San 
Francisco, Los Angeles, Honolulu and Washington next down the line. 

Japanese tourists are on the rise--up 4 percent last year to 1.2 million. 
But they are not the biggest spenders. Arabs are, averaging $3,866 per person. 
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Pan Am Redesigned Clipper Class. 


More Seat Room. More Legroom 
Than Ever Before. 


Now our Clipper Class Space Seat offers the business 
traveler legroom equal to First Class legroom on most 
E other airlines. And you'll be welcomed on board 
with champagne. Offered a choice of gourmet 
entrées and of course, complimentary <Q 
bar service and headsets. Gag 
<SY 


Pan Am. You Cant Beat The Experience: 


Space to give you an extraordinary sense of 


Only Pan Am OffersThem iv 

room, of privacy. Perhaps the greatest luxu- 
Coast To Coast. To Europe, to be found in air travel today. Pan Am’s 
Africa The Middle East Furst Class Sleeperette Seat. The Space 


Seat. Yours to enjoy on all Pan Am 747’s 


Latin America, The Pacific and L-1011's. 
and The Orient. ah ak A * Pan Am’s Five Star 


Consider if you will, the space Dining begins once 
Pan Am’s Sleeperette’ Seat offers. The in- your Clipper” is airborne. With drinks and 
ner space, space to curl up in. Or to stretch es d’oeuvres from the trolleys. Caviar 
out. All the way out. and chilled vodka are among the choices. 

Next, consider the space around you. And that is just the beginning. 


For reservations and information, call your Travel Agent, Corporate Travel Department or Pan Am. 


Washington Whispers. 


A Rough Lesson for Reagan ... Walter Mondale Shrugs 
Off Brzezinski ... Who’s Next for James Watt Trophy? 


Don’t look for Ronald Reagan to 
make another visit very soon to an 
industrial area. White House aides 
concede that the President's trip to 
Pittsburgh in early April was almost a 
total disaster. Jeers and complaints of 
several thousand jobless convinced 
officials not to send Reagan into a 
factory town again until the employ- 
ment figures improve. 


xk *& 


Republican moderates in Congress 
sent this clear message to Reagan in 
voting cuts in his request for sharply 
higher military spending: Stop being 
so stubborn in demanding more mon- 
ey for the Pentagon—go along with 
increased funding for jobs, schools, 
cleaning up the environment. 


xk * 


The President is resisting advice from 
some aides to admit openly that the 
U.S. is arming and training counter- 
revolutionary guerrillas fighting in 
Nicaragua. Even though reporters 
have written about and photographed 
the contra forces in action using 
American equipment, the President 
does not want to force friendly Cen- 
tral American countries to denounce 
U.S. interference. 


kk *& 


If Kenneth Adelman fails to win Sen- 
ate approval as director of the arms- 
control agency, a group of White 
House officials and key Republican 
lawmakers stands ready to push an- 
other candidate likely to be con- 
firmed quickly: Retired Air Force Lt. 
Gen. Brent Scowcroft, head of the 
presidential commission on the MX 
missile and a former national-security 
adviser to President Ford. 


x * *& 


How big a Communist-bloc force is 
now in Nicaragua helping to shore 
up the Sandinista regime? Latest esti- 
mate by U.S. intelligence: 8,000 Cu- 
bans, including 3,000 military ‘‘advis- 
ers,” plus military specialists from the 
Soviet Union, East Germany, Bulgar- 
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ia and North Korea—not to mention 
former leftist guerrillas from Argen- 
tina, Chile and Uruguay. 


dies. Cn. ¢ 


Walter Mondale shrugged off criti- 
cism of him in a book written by 
Zbigniew Brzezinski, Jimmy Carter's 
national-security adviser. His backers 
figure it can’t hurt Mondale to be 
attacked by someone defending an 
administration widely regarded as a 
failure. 


x kk 


Tensions are building again between 
White House Chief of Staff James 
Baker and William Clark, the Presi- 
dent’s national-security adviser. This 
time it’s Clark’s insistence that Rea- 
gan keep up his tough stance with the 
Soviet Union vs. Baker’s fear that the 
President is undoing months of work 
to soften his image as a cold-war war- 
rior with his finger on the trigger. 


kk *& 


Former Governor Jerry Brown of Cal- 
ifornia may have to take a longer vaca- 
tion from politics than he figured. A 
new poll shows Brown, who said he 
would return to public life after he 
and voters took a needed break from 
each other, was rated the state’s worst 
governor since World War II. 


x kk 


Nearly everyone concedes the nucle- 
ar-freeze resolution is a cinch to pass 
the Democratic-controlled House of 
Representatives, but some analysts 
now say it even has a chance of winning 
in the Republican-dominated Senate. 
One catch: The measure would have to 
be strict and specific on inspection by 
the United States and the Soviet Union 
of each other’s weapons. 


kkk 


Recommendations of a presidential 
commission headed by business exec- 
utive J. Peter Grace for saving 48 
billion dollars in federal spending 
over the next five years could be 
headed straight for the congressional 


ashcan. Key congressional experts 
who have looked over the findings 
report that most of them were pro- 
posals already considered on Capitol 
Hill and rejected. 


xk *& 


Thinking about suing a bureaucrat? 
Justice Department surveys show that 
although suits against federal officials 
are increasing sharply, the govern- 
ment has lost only 16 of some 10,000 
actions filed since 1970. 


We 0 


Federal Reserve Board members are 
&rowing uneasy over recent high 
wage settlements by telephone work- 
ers and airline mechanics. The money 
managers fear that other unions will 
demand equally fat pay increases and 
trigger a new burst of inflation. 


kk *& 


The Democrats’ dream scenario of the 
fight over withholding income taxes 
from dividends and interest: Congress 
passes the repeal, Reagan vetoes it, the 
Democratic-controlled House over- 
tides the veto and forces the Republi- 
can-dominated Senate to uphold the 
President—thus alienating bankers 
and other business leaders as well as 
countless depositors and stockholders. 


kk *& 


Nervous aides fear that Reagan, hav- 
ing just emerged unscathed from the 
Social Security bailout battle, may 
plunge right back into that sticky is- 
sue. He still talks about offering al- 
ternative retirement plans to future 
workers—an idea that associates view 
as political dynamite. 


xk *& 


James Watt won't get to keep that 
trophy—a plaster foot with a hole init _ 
—that Reagan gave him for sparking a 
storm over what band should play on 
Washington’s Mall on the Fourth of 
July. White House officials will have 
Watt present the sculpture to the next 
administration figure who goofs up, 
and it will become a traveling “prize.” 
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A Swampful 
Of Troubles 


Rarely before has Reagan 
found himself picking his way 
through so much rough terrain 
both at home and abroad. 


Ronald Reagan is heading into the 
most difficult and decisive period he 
has encountered in the White House. 

No easy victories were in sight in 
early April as the President sought to 
maneuver through a morass of foreign 
and domestic problems. Opposition to 
his policies reared up on many fronts— 

Arms control. Cold-war jitters, sup- 
port for a nuclear freeze in Congress 
and antinuclear protests in Western 
Europe threatened to undermine Rea- 
gan’s hard-line position in arms-control 
talks with the Soviet Union. 

Defense spending. Growing resis- 
tance to the administration’s five-year, 
1.6-trillion-dollar military buildup 
prompted Congress to move toward 
deep cuts in Pentagon budget plans. 
Signaling the serious straits the Presi- 
dent was in: The Republican-con- 
trolled Senate Budget Committee vot- 
ed 17 to 4 on April 7 to slash his 10 
percent increase for 1984 in half. 

Central America. Worry that U.S. 
involvement in Central America would 
create “another Vietnam” caused 
many members of Congress to fight 
Reagan’s proposed increase in U‘S. 
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funding for anti-Communist forces in 
E] Salvador and Nicaragua. 

Mideast. Reagan’s effort to bring 
Jordan’s King Hussein into the Mideast 
peace talks depended in part on the 
President’s ability to induce Israel to 
become more conciliatory. 

Business. Fears of a slowdown or 
even a reversal in the economic recov- 
ery were fed by continued high interest 
rates and a push in Con- 
gress for a tax increase. 
Also in the picture: Con- 
cern that the Federal Re- 
serve Board may tighten 
its controls on the money 
supply. 

Banks. Reagan faced a 
showdown with Congress 
over legislation sought by 
the banking industry to 
abolish tax withholding 
on interest and dividends. 

These are the issues 
that will preoccupy the 
President between now 
and September, when he 
is expected to formally 
open his campaign for a 
second term. His chances 
for an easy re-election bid 
are riding in part on the 
outcome of these battles. 

Undaunted by his agen- 
da of troubles, Reagan re- 


GENE PUSHKAR—AP 


sponded with zest. When 
4,500 angry demonstra- 
tors protesting high unem- 
ployment gathered on 
April 6 outside a Pitts- 
burgh hotel where Reagan 
was speaking, he acknowl- 
edged that the civilian job- 
less rate of 10.3 percent 
was “still painfully high.” 
But he quickly told the ho- 
tel audience: “The leading 
economic indicators are 
positive and, I can tell you, 
so am I.” 

Next to unemployment, 
arms control was stirring 
the sharpest anti-Reagan 
backlash. The latest polls 
show Americans increas- 
ingly skeptical about the 
President’s commitment 
to negotiating an arms- 
control pact with the Soviets. Pollster 
Louis Harris found 64 percent of those 
he polled disapproved of Reagan’s han- 
dling of the arms talks. White House 
aides feared that the idea that Reagan is 
an unrelenting cold warrior was grow- 
ing, despite efforts to erase that image. 

Hopes for an early U.S.-Soviet arms 
agreement faded in early April with 
the Soviets’ “clear and unambiguous” 
rejection of Reagan’s latest proposal for 
reducing intermediate-range nuclear 
weapons in Europe. U.S. negotiators 
told the Senate Foreign Relations 
Committee that a pact is now unlikely. 

“T believe the Soviet Union intends 
to stonewall the situation,” said Com- 
mittee Chairman Charles Percy (R-IIl.) 
after a closed-door meeting with the 
negotiators. Democrats blamed the 
President instead. Senator Alan Cran- 
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UNEMPLOYMENT: During President's visit to Pittsburgh, 
steelworkers protest continued high joblessness. 


ston (D-Calif.) said the White House 
“bungled” an opportunity for arms 
control by being too tough. 

Nuclear-freeze advocates seized this 
moment to promote their cause. Fol- 
lowing Easter week antinuclear dem- 
onstrations in Europe, the House was 
expected to hand Reagan a setback in 
mid-April by passing a nuclear-freeze 
resolution that he says would put the 
U.S. at a strategic disadvantage. 

Freeze sentiment appeared unlikely, 
however, to halt the deployment of ad- 
ditional U.S.-made Pershing missiles in 
Europe next fall. West German Chan- 
cellor Helmut Kohl was scheduled to 
visit Washington in mid-April to dis- 
cuss these plans with Reagan. U.S. ex- 
perts voiced confidence that such a de- 
ployment would increase the Soviets’ 
desire for an arms-control pact. 

Administration officials took comfort 
in a decision of Roman Catholic bish- 
ops to tone down their pastoral letter 
opposing nuclear arms. 

House swings ax. Support for the 
President’s massive military buildup 
was eroding on Capitol Hill, however. 
The full House voted on March 23 to 
cut the defense-spending rise to 4 per- 
cent for 1984—an even smaller in- 
crease than the 5 percent approved by 
the Senate Budget Committee. 

But Reagan refused to back down on 
his request for a 10 percent hike for 
the Pentagon. Administration strate- 
gists expressed hope that support in 
Congress for defense cuts would dwin- 
dle when it comes to choosing just 
which projects will be trimmed. 

In addition, Pentagon officials saw a 
reasonable chance of reviving congres- 
sional funding for the controversial MX 
missile. Congress last year blocked MX 
production because the lawmakers 


CENTRAL AMERICA: U.S. adviser at work. 
Aid to El Salvador and Nicaraguan 
rebels stirs Congress debate. 


thought the administration had failed 
to devise an adequate plan to safeguard 
the missiles against attack. 

Now, Reagan expects Congress to re- 
consider funding on the recommenda- 
tion of a presidential commission, 
which will propose building 100 MX’s 
to be placed in existing Minuteman si- 
los. Although this solution was previous- 
ly rejected by Congress, officials are 
counting on a better lobbying effort to 
sell it. “This time,” said a top White 
House aide, “we're going to do it right.” 

Hot spots abroad. In the Mideast, 
Reagan’s efforts to get Israeli troops 
out of Lebanon moved into a delicate 
stage. At the same time, Jordan’s Hus- 
sein edged toward agreement with Pal- 
estinian leader Yassir Arafat and other 
Arab leaders to enter wider Mideast 
peace negotiations. This would pose an 
immediate challenge for Reagan: Per- 
suade the Israelis not only to withdraw 
from Lebanon but also to stop building 
settlements on the West Bank—two 
conditions for Hussein’s involvement 
in the talks. 

Even hotter than the Mideast for the 
moment was Central America. Congres- 
sional critics fear that military aid to that 
area will slowly escalate into the com- 
mitment of troops, as it did in Vietnam. 

Members of the Senate Select Com- 
mittee on Intelligence suspect that co- 
vert American aid to counterrevolu- 
tionaries in Nicaragua may be violating 
a law prohibiting the use of U.S. funds 
to overthrow the leftist government. A 
House committee scheduled hearings 
in mid-April on a bill by Representa- 
tive Michael Barnes (D-Md.) to halt 
funding of the Nicaraguan insurgents. 

Administration officials insisted that 
the aid was intended only to “harass” 
the government for its support of left- 
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ist guerrillas in neighboring El Salva- 
dor. “There’s no rogue CIA out there,” 
said a spokesman. 

Also at stake in this debate was a 
White House request for an additional 
60 million dollars in aid for the govern- 
ment of El Salvador. A new offensive is 
planned against the guerrillas there. 

At home, with the economy now im- 
proving, the President was in no mood 
to heed the Democrats’ plea for in- 
creased social spending and for a tax 
boost to keep federal budget deficits in 
check. Many economists fear that a tax 
hike, or even a drive to cancel a tax cut 
that is scheduled for next July 1, might 
slow the nation’s economic recovery. 
“To those who would consider chang- 
ing those tax laws,” Reagan declared, 

“I’m sleeping with a pen under my 
pillow, ready for veto.’ 

Still, the Democrats were unwilling 
to take no for an answer. House leaders 
promised to unveil by June 1 a bill that 
would raise revenues by 30 billion dol- 
lars. Even GOP leaders in the Senate 
let it be known that they could support 
a small tax hike. 

More to come. Yet another veto bat- 
tle was brewing. Despite stiff White 
House opposition, the Senate was ex- 
pected to vote in mid-April to repeal a 
10 percent withholding of taxes on in- 
terest and dividends that is to take ef- 
fect on July 1. If the House agrees with 
the Senate, Reagan will veto the re- 
peal. But sponsors say they have 
enough votes in both houses to over- 
ride the veto. 

With so many battles to fight in the 
next few months, Reagan cannot ex- 
pect to win them all. In fact, aides say, 
he will be doing well to break even. O 


By SARA FRITZ 


NUCLEAR FREEZE: Demonstrators rally in Germany—part of 
drive to block deployment of new U.S. missiles in Europe. 
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Win or lose, a rebel offensive 
against the Sandinistas 
involves the risk of greater 
American entanglement. 


U.S. involvement in a “secret war” 
against Nicaragua’s Sandinista regime 
signals a significant and controversial 
escalation of the Reagan administra- 
tion’s anti-Communist strategy in Cen- 
tral America. 

Washington is carrying out its threat 
to “go to the source” —or at least to one 
of the sources—of a Marxist offensive 
to expand Cuban-Soviet influence on 
the U.S. doorstep. 

Support by the Central Intelligence 
Agency and the Pentagon for the coun- 
terrevolutionary rebel army moving 
into Nicaragua from Honduras is aimed 
at pressuring the Sandinista leadership 
to quit running weapons to Marxist-led 
insurgents in E] Salvador. 

While administration officials deny 
that they seek to overthrow the Nicara- 
guan government—which is forbidden 
by law—that clearly is the ultimate 
goal of the U.S.-backed rebel forces. 

As a result of this confusion over ob- 
jectives and the difficulty of controlling 
an insurgent army, several influential 
lawmakers on Capitol Hill question the 
legality of the covert operation in Nica- 
ragua. Some warn of the danger of the 
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Anti-Sandinista rebels, armed with U.S. 
weapons, move into northern Nicaragua. 
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United States being drawn into a wider 
conflict. 

Still, there was scant evidence in ear- 
ly April of a major congressional chal- 
lenge to the administration’s strategy. 
One reason is that the risk of direct 
American entanglement in the war 
does not yet seem imminent. Another is 
that even those who are most exercised 
about the legality of the operation— 
such as Senator Daniel Patrick Moyni- 
han (D-N.Y.)—also are concerned about 
the behavior of the Sandinistas. 

At this stage, the U.S. role in the 
guerrilla campaign apparently does not 
involve U.S. military or intelligence 
personnel inside Nicaragua. But Wash- 
ington has spent approximately 30 mil- 
lion dollars to help train, arm and 
equip the rebel forces that have struck 
into Nicaragua in recent weeks from 
their sanctuaries in Honduras. 

FDN involvement. The total strength 
of the Nicaraguan counterrevolutionar- 
ies—or contras—operating from Hon- 
duras is put at between 5,000 and 
6,000. Most of them belong to the Nica- 
raguan Democratic Force (FDN), 
whose combat units are led mainly by 
former members of the National Guard 
of ousted dictator Anastasio Somoza. 
But they also include Nicaraguans disil- 
lusioned with the Sandinistas. 

These units are operating in moun- 
tainous northern provinces of the 


Sandinista troops search for counterrevo- 
lutionary guerrillas in new war. 


country, where the peasants seem to 
be giving a friendly reception to the 
rebels, most of whom are farm folk 
themselves. 

A second guerrilla contingent con- 
sists largely of Miskito Indians, who 
have been forced over the past several 
years to flee from their homes in the 
swamps and mango forests along Nica- 
ragua’s Caribbean coast. In late March, 
Sandinista authorities announced that 
500 armed Miskito Indians out of a to- 
tal force of 2,000 had crossed into 
northeast Nicaragua from Honduras. 

They could count on active support 
from the Indians still in the area. The 
Miskitos, traditionally defiant toward 
any government in Managua, have 
turned bitterly against the Sandinistas 
as a result of attempts to regiment 

them and then to stamp 


out resistance by forcibly 
resettling thousands. 
Some 13,000 Indians fled 
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to Honduras and now 
form a manpower pool for 
the rebels. 

Over the past month or 
so, incidents involving the 
contras—Indians as well 
as the Nicaraguan Demo- 
cratic Force—have multi- 
plied, mainly attacks on 
Sandinista military posts 
and units and other offi- 
cial installations. Uncon- 
firmed casualty claims 
run into the hundreds. 

Defense Minister Hum- 
berto Ortega, a member 
of the nine-man ruling 
junta in Managua, ex- 
presses acute concern. 
“The situation in the last 
two months,” he says, 
“represents a very serious 
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situation, because the invasion is get- 
ting bigger every day.” 

The greatest imponderable in the 
developing guerrilla campaign against 
the Sandinistas is Edén Pastora, who, as 
“Commander Zero,” was a hero of the 
civil war that overthrew the Somoza 
regime in 1979. Pastora broke with the 
Sandinista movement in _ protest 
against the close ties it established with 
Cuba and Russia and its increasingly 
Marxist orientation. Based in Costa 
Rica with a small army of followers, he 
has thus far shunned cooperation with 
the other anti-Sandinista forces. If and 
when he makes his move—and some 
associates say he already may have en- 
tered Nicaragua—Pastora hopes to ral- 
ly disaffected Army officers to his side 
and to spark a popular revolt among 
the disgruntled peasantry. 

Upping cost. American officials, 
while refusing to publicly acknowledge 
US. involvement in the anti-Sandinista 
insurgency, say the administration’s 
objective is to “up the cost to Nicara- 
gua of its involvement in El Salvador.” 

The first results are assessed in these 
terms: “It certainly has gotten the San- 
dinistas’ attention. It has caused them 
considerable concern.” But these offi- 
cials further maintain that the contras 
are “only dreaming when they talk of 
marching into Managua.” 

However limited Washington’s 
avowed objectives, independent ob- 
servers warn that the operation is by 
no means risk-free for the United 
States. They say that the administra- 
tion will face hard choices if the U.S.- 
backed rebels meet defeat, if the San- 
dinistas retaliate against the invasion 
by striking at the pro-American gov- 
ernment in Honduras or if an endan- 
gered Sandinista regime asks Cuba for 
direct military intervention. O 


By JOSEPH FROMM 
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Analysis 


Will Rehels Prevail? 
Odds Are Against It 


If Ronald Reagan harbors secret 
hopes that right-wing guerrillas in 
Nicaragua can overthrow the Sandi- 
nista regime anytime soon, he is al- 
most certain to be disappointed. 

But prospects are more promising 
for the President if, as administra- 
tion officials claim, he counts on the 
insurgency simply to worsen the 
Sandinistas’ military and economic 
problems and divert them from 
their troublemaking in Central 
America. 

According to a key policymaker 
in Washington: “The new situation 
in Nicaragua obviously relieves 
pressure on the government in El 
Salvador. If the Sandinistas continue 
to ship equipment to the guerrillas 
there, they will find their convoys 
being ambushed and their airfields 
coming under attack.” 

Breathing space. U.S. officials do 
not expect that disrupting this arms 
flow will decisively influence the out- 
come of the war in El Salvador. But 
they maintain that it will give the 
American-backed government there 
breathing room to build up its Army 
and implement political reforms. 

The expanding rebel attacks on 
economic targets also may force the 
government to back away from rev- 
olutionary activities elsewhere. The 
guerrillas on April 6 announced “a 
campaign to destroy the economy” 
after cutting the east coast highway 
and burning five buses. 

Why are the Nicaraguan guerril- 
las given so little chance of ousting 
the Sandinista regime? Skepticism is 
based on a hardheaded assessment 
of the strengths and weaknesses of 
the contending armies. 

Few Nicaraguans question that 
disenchantment is widespread after 
less than four years of Sandinista 
rule. In contrast with the democrat- 
ic society that was promised, politi- 
cal and economic activities now are 
stringently controlled, the press and 
radio are censored and the people 
fear arrest for any criticism of the 
regime. Whatever the conditions 
under the Somoza dictatorship, liv- 
ing standards have fallen steadily, 
with shortages of everything from 
toothpaste to medicine—and worse 
to come. 

The government’s relations with 
the Roman Catholic Church, an im- 
portant influence in this deeply reli- 
gious nation, have been strained to 


the breaking point as authorities 
have moved to destroy its power. 
One effect has been to lower even 
further the popularity of Sandinista 
leaders. 

Yet most observers believe that 
four factors are working in favor of 
the Sandinistas: One is the effective- 
ness of their security service, 
trained by East Germans, in cowing 
the public. A second is the size of 
the Army and militia—130,000 
strong. A third is the people’s fear of 
another conflict like the last civil 
war that killed 30,000 persons. 

Finally, there is the fact that 
members of Somoza’s hated Nation- 
al Guard dominate the rebel army 
that is moving in from Honduras. 
However disillusioned most Nicara- 
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Ex-Sandinista hero Pastora. Can he ral- 
ly the populace against regime? 


guans are with the Sandinistas, few 
are willing to accept Somoza’s 
guardsmen as an alternative. 

“Commander Zero.” One devel- 
opment that could alter the picture 
radically is the impact on the civil 
war in Nicaragua of Edén Pastora, 
the legendary “Commander Zero” of 
the Sandinista revolution who de- 
fected. Pastora has a modest military 
group based in Costa Rica and may 
have moved into southern Nicaragua 
in recent days to challenge his former 
colleagues in Managua. 

The threat to Sandinista rule— 
still remote—could become real if 
Pastora succeeded in sparking a 
split in the Army and a popular re- 
volt in the country. That is a far-out 
possibility at this stage. 


By CARL J. MIGDAIL 
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See 


Support from Israel makes Major Haddad, center, a key figure in Mideast negotiations. 


A Private Army That 
Stalls Peace in Lebanon 


In the Mideast, accord often 
hinges on minor players—this 
time an Israeli-backed militia 
with little power of its own. 


BEIRUT 

As U.S.-sponsored negotiations to get 
foreign troops out of Lebanon drag 
into their fourth month, the ragtag 
army of a renegade Lebanese major 
stands as a major roadblock to Ameri- 
can success. 

Maj. Saad Haddad’s motley com- 
mand totals only about 1,200 men. But, 
with Israel’s support, it exerts an influ- 
ence on the volatile Mideast situation 
beyond all proportion to its numbers. 

Israel steadily has expanded Had- 
dad’s authority ever since Israeli forces 
invaded Lebanon last June and forced 
guerrillas of the Palestine Liberation 
Organization to leave Beirut. Haddad’s 
so-called Free Lebanon Army, once 
limited to a narrow strip along the Is- 
raeli-Lebanese border, now claims con- 
trol of up to one fifth of Lebanon. 

The Jewish state, which long has 
armed and supplied Haddad’s troops, 
demands that his force remain in Leba- 
non and take over, in the words of 
Israel’s Foreign Minister Yitzhak Sha- 
mir, “a dominant role in preventing 
Palestinian terrorists from again turn- 
ing south Lebanon into a base for ac- 
tions against Israel.” 

The Lebanese government, trying to 
re-establish control over the country 
after years of virtual foreign occupa- 
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tion, rejects that demand, viewing it as 
an Israeli device to maintain a military 
presence in the south. 

Lebanese Foreign Minister Elie Sa- 
lem charges that Haddad is an “Israeli 
pawn” and vows that “there will be no 
surrogates, there will be no residual 
Israeli force in south Lebanon.” 

The deadlock over Haddad’s army 
has obstructed U.S. efforts to get Israeli 
Prime Minister Menachem Begin to or- 
der his 30,000 troops out of Lebanon, a 
withdrawal that could lead to the pull- 
out of Syrian and remaining PLO 
troops in the country. 

Reluctant Arabs. At stake is Presi- 
dent Reagan’s Middle East peace ini- 
tiative announced last September, 
which called for Palestinian self-rule on 
the Israeli-occupied West Bank of the 
Jordan River in association with the 
Kingdom of Jordan. 

But Jordan’s King Hussein and other 
moderate Arab leaders are reluctant to 
embrace the Reagan plan until the U.S. 
persuades Israel to withdraw its troops 
from Lebanon and to halt expansion of 
Israeli settlements on the West Bank. 

To the Arabs, Lebanon is the litmus 
test of U.S. power to curb Israeli ambi- 
tions. They are convinced that Begin 
not only is using Haddad’s forces to 
stall the talks on Lebanon but to delay 
overall negotiations as well. 

Experts here in Beirut say the bor- 
der-security role that Israel seeks for 
Haddad is beyond his capabilities with- 
out Israeli supplies and possibly Israeli 
troops. “What that means,” says a 
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Western diplomat, “is precisely what 
the Beirut government does not want 
and the Israelis do: A continued Israeli 
presence in southern Lebanon.” 

Israeli puppet or not, Haddad is a 
headache to all contending groups in 
Lebanon. A member of the Greek 
Catholic Church, the 46-year-old major 
commands an army that usually is de- 
scribed as a “rightist Christian force,” 
but actually is a mixture of Lebanese 
Christians and Shiite Moslems who 
joined to fight the bully-boy conduct of 
PLO troops during the Palestinians’ oc- 
cupation of southern Lebanon. 

Estimates of Haddad’s forces vary 
widely. Some run as high as 2,500 men, 
but 1,200 is regarded as the most likely 
figure. About 300 of these are veterans 
who stayed with Haddad when he 
broke with the Lebanese Army seven 
years ago and joined forces with Israel. 
The rest are irregular militiamen—of- 
ten wearing tennis shoes, carrying un- 
cleaned weapons and having little for- 
mal military training. 

Many Israelis publicly defend Had- 
dad but privately view him with suspi- 
cion. Some Army officers consider him 
too emotional to be dependable. “Some- 
times we really don’t know just what to 
make of him,” explains one Israeli offi- 
cial. “He just doesn’t seem very bright 
at times.” 

Haddad himself resents the presence 
of Israeli intelligence officers dogging 
his every step. On at least two occa- 
sions when Israeli controls became too 
heavy-handed, he threatened to quit. 
He has complained that the Israelis 
once put an electronic listening device 
in his bathroom. 

The major is equally troublesome to 
the Lebanese. He professes loyalty to 
the government of President Amin Ge- 
mayel but operates with almost total 
disregard of direction from Beirut. His 
dislike for Moslems is well known, and 
that makes him even more embarrass- 
ing to a government attempting to 
smooth Moslem-Christian differences. 

Another image. Haddad, however, 
views himself as something of a savior of 
his nation. “Our objective,” he says, “‘is 
to restore state authority over all of 
Lebanon.” What Haddad really means 
by that, experts explain, is Christian 
authority. 

Although the Lebanese Army is pre- 
pared to take in some of Haddad’s 
men, the major presents a bigger prob- 
lem. The government considers him a 
deserter, and should he return to Bei- 
rut, he faces a court martial. 

Additionally, there is evidence of 
growing rivalry between Haddad and 
the Christian Phalangist militiamen 
who make up part of Gemayel’s power 
base and who must also be melded into 
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Lebanon’s regular Army. “There is 
no love lost between the Phalangists 
and Haddad,” says one analyst. 

Haddad also worries U.S. officials. 
They fear he could upset the uneasy 
truce at any time with ill-conceived 
attacks on either Syrian or PLO 
troops in Lebanon. He has advocat- 
ed such “pre-emptive” attacks in 
the past. 

The United Nations peacekeeping 
force that has been in southern Leb- 
anon since 1978 is especially embit- 
tered against Haddad. U.N. officers 
believe that numerous shellings of 
their areas—often blamed on Israel 
—actually were Haddad’s work. 
They hold Haddad responsible for 
many of their casualties—a total of 
40 killed and 119 wounded. 

Haddad, who trained for six 
months in the U.S. in 1974, was an 
obscure major during Lebanon’s 
1975-76 civil war. He was sent to 
southern Lebanon with orders to 
stop the PLO from taking over the 
area. Instead, he aligned himself 
with the powerful Israelis, a move 
stemming in part from his hatred of 
the PLO and the wound he suffered 
in fighting the Palestinians in 1968. 
For defecting, he was kicked out of 
the Lebanese Army. 

“Free Lebanon.” The Israelis set 
Haddad up in a buffer zone along the 
border—5 miles deep and running in- 
land from the Mediterranean Sea. Had- 
dad named the strip “Free Lebanon,” 
a region of villages that is honey- 
combed with Israeli military positions 
and roads. 

After invading Israeli troops pushed 
north to Beirut last summer, Haddad, 
at the urging of the Begin government, 
rapidly expanded his control over the 
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newly occupied areas. Operating from 
a two-story villa in his hometown of 
Marjioun, he sent forces as far north as 
Sidon on the coast, into the old PLO 
headquarters at Nabatiye and into the 
Chouf Mountains to the east. He now 
claims to control an area of about 800 
square miles with a population—most- 
ly Moslem—of about 600,000. 

Some experts view Haddad’s control 
as more pretense than real. He is given 


Flying flags of Lebanon and Israel, militia troops overtake Israeli military patrol. 
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to displays of force, shuttling his 50 
to 75 U.S.-made Sherman tanks, sup- 
plied by Israel, from one location to 
another. One Arab observer calls it 
“an ongoing road show.” 

Although his forces are stretched 
thin, they are well equipped. In ad- 
dition to tanks, the Israelis have giv- 
en him armored personnel carriers, 
jeeps and American-made M-16 ri- 
fles, plus plenty of Soviet equip- 
ment captured from the PLO. Even 
the uniforms are provided by Israel. 

Analysts argue that Haddad has 
done little to improve security in 
southern Lebanon. Sidon, for in- 
stance, is described by one resident 
as “a jungle after dark” with fre- 
quent killings and robberies, many 
with Palestinian civilians as victims. 

There are indications that Pales- 
tinian guerrillas once again hold po- 
sitions in the hills east of Tyre—if, 
indeed, they ever left. Even the Is- 
raelis rarely move after sunset along 
the mountain road leading to Naba- 
tiye, and patrols by Haddad’s men 
are more infrequent. “It still is Indi- 
an country out there,” says a West- 
ern expert. “If the Israelis can’t con- 
trol it, what makes you think 
Haddad can?” 

Looking to the future, Haddad 
envisions his army growing to about 
15,000 men, an increase that would re- 
quire even more support from Israel 
than he now is getting. It would also 
require many more recruits from the 
Shiite Moslem villages in the area. 

More of the same. Experts on the 
region say, however, that despite their 
hatred of the Palestinian guerrillas who 
wrought havoc there for years, the 
Moslems still have little fondness for 
Haddad’s men. “They’re just more 
gunmen in different uniforms,” says a 
Shiite in Sidon. 

Haddad also has lost the people’s 
support by levying taxes at the port 
and other public agencies in Sidon—a 
sure road to unpopularity among both 
Moslems and Christians in Lebanon. 

Despite his present importance, 
many diplomats and other authorities 
in Lebanon question how long Haddad 
will last. There is no doubt here that 
Israel wants to establish him as head of 
a permanent puppet state. But the pre- 
vailing view is that the major will end 
up in some Lebanese diplomatic post 
abroad—a favorite Mideast ploy to get 
rid of embarrassing military officers. 

Meanwhile, however, Haddad re- 
mains a stumbling block both to the 
withdrawal of foreign troops from Leb- 
anon and to U.S. attempts to forge a 
Mideast peace. 
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Announcing a first... 


CAR REPAIRS 
GUARANTEED 


LIFETIME 
SERVICE 
GUARANTEE 


It’s the Lifetime Service 
Guarantee from your Ford and 
Lincoln-Mercury Dealers. 

And now, they guarantee 
their work for as long as you 
Own your Car. 


It means that you pay for a 
covered repair once... and 
never again. If it ever has to be 
fixed again .. . he'll fix it free. 
Free parts. Free labor. Even 
if you keep your car a lifetime. 
And it’s free on thousands 
of parts. 

It doesn’t matter how old 
your Ford, Lincoln, Mercury, 
or Ford light truck is. Or 
where you bought it. The 
work is still automatically cov- 
ered by the repairing dealer. 

Naturally, this limited war- 
ranty covers vehicles in normal 
use. The things not covered 
are routine maintenance 
parts, belts, hoses, sheet metal, 
and upholstery. 


The Lifetime Service Guar- 
antee. No one else covers so 
much, for so long. 


SEE ANY 
PARTICIPATING 

FORD OR 
LINCOLN-MERCURY 
DEALER FOR DETAILS. 
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Worldgram. 


FROM THE CAPITALS OF THE WORLD 


LONDON @ PARIS @ BONN @ ROME @ LISBON @ BANGKOK @ JERUSALEM 


U.S. is counting on strong governments in London, Paris and Bonn to push 
plans to deploy new American missiles in Europe. Does that mean allies are 


unconcerned about peace marchers upsetting the nuclear apple cart? Not at all. 


True, demonstrations in early April were orderly. West German organizers, 
for instance, were determined to corral hooligans and forestall violence. 

But size of turnouts was impressive: In Germany, an estimated 400,000 over 
a four-day period; in Britain, 70,000 on Good Friday alone. Those figures now 
spark worry about a long, hot, violent summer and autumn ahead. Explanation-- 


The “antis"--ranging from idealists fearful of a U.S.-Soviet arms race to 
Europeans muttering "better Red than dead"--view the months ahead as a make-or- 
break period. Once missiles are in place, protests are bound to lose steam. 

Don't underestimate depth of hostility to the weapons. West German peace 
marches in the past have turned violent. A repeat show is likely. 

Targets: Planned sites for new missiles and U.S. military installations. 


Paris believes Bonn is a fragile link in a strong allied front. Granted, 
Chancellor Kohl backs NATO plans to the hilt. But violence in German streets 
could force him to reassess the internal political costs of holding the fort. 

French spot two dangers: First, repudiation by Bonn of the NATO agreement 
would signal everyone that Soviet pressure had prevailed over allied unity. 

And, second, German capitulation on issue of Euromissiles would make it 
difficult, if not impossible, for Britain and Italy to deploy the new weapons. 


Does ban-the-missile pressure strain NATO's southern flank? Hardly. From 
Ankara to Lisbon, the alliance shows vitality--with America picking up the tab. 


Turkey. U.S. plans to provide 915 million dollars in aid in 1984, much of 
it to help modernize Ankara's armed forces, expand air bases. That's good for 
NATO, but no guarantee Turkey will help U.S. if Persian Gulf blows sky-high. 

Greece. Months-long wrangling over U.S. bases and nuclear arms on Greek 
soil is winding down. Cost to U.S. for new accord: Hike in 1984 aid from 250 
million dollars to 500 million to boost economy, refurbish Greek military. 


Italy. Work continues uninterrupted on sites in Sicily for Euromissiles. 
Spain. Refusal to join NATO's military-planning groups doesn't slow down 

Madrid's enthusiasm for renewing military-bases agreements with U.S. Spain, 
(over) 
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Worldgram [continued] 


like others, needs American help to put armed forces in fighting trim. 
Portugal. Elections on April 25 may put a leftist government into office, 
yet there are no signs of U.S. officials reaching for the aspirin. Here's why: 
Socialists, odds-on favorite to lead the pack, no longer stress Marxist 
rhetoric, have no love for Portugal's Communists. If Socialists must share 
power, it will be with relatively conservative Social Democrats. Note this: 


Socialist leader, ex-Prime Minister Soares, is considered pro-American. 
He could push renegotiation of a pact that gives U.S. military landing rights 
at Portugal's mid-Atlantic Azores, a key to Washington's Mideast strategy. 

U.S. used bases to ferry supplies to Israel in 1973 war with the Arabs, 
now needs them to move its own troops to Mideast quickly if a crisis develops. 
Bases are not a one-sided proposition. Lisbon counts on U.S. help to 
modernize Portugal's military forces, put nation's ravaged economy on its feet. 


Long-festering wars in the Communist world are Showing signs of new life. 
In Afghanistan, melting snows enable guerrillas to quit mountain hideouts, 
attack Soviet garrisons and convoys. After more than three years of fighting, 
Afghans show no Signs of giving up, Russians are digging in for the long haul. 
In Cambodia, Vietnamese opened a drive for a total victory that has eluded 
them since their December, 1978, invasion. An early-April offensive aimed at 
liquidating Cambodian guerrilla bases threatened to Spill over into Thailand. 
Thai and Vietnamese artillery exchanged fire. Bangkok's response to a 
Vietnamese thrust into Thai territory: Bomb invaders, demand U.S. Support. 


Warning from Moscow: If Cambodia's neighbors keep helping the guerrillas, 
Hanoi will ship arms to Communist insurgents in Thailand and Malaysia. 


In Israel, shortage of manpower is becoming a critical problem--brought 
center-front by the continuing occupation of Lebanon, the expansion of Jewish 
Settlements on the Jordan River's West Bank. Statistics tell the story: 


Last year, the number of new Jewish arrivals was 13,260, up slightly from 
1981's 12,000. In contrast, 18,000 pulled up stakes and left Israel in each of 
those years. A nation of 3.5 million Jews can't afford such a heavy drain. 

Israel has only 174,000 men and women under arms. But a crisis call-up of 
about 325,000 reserves damages nation's industry, agriculture and transport. 


Prospects are dim for any change for the better in the foreseeable future. 


Inside Russia are 1.8 million Jews. But froma peak of 50,500 allowed to 
leave in 1979, the figure plummeted to 2,670 in 1982. Only 756 of them settlea 
in Israel. The others sought a new life elsewhere, primarily in America. 

Most of the world's Jews live in the West, 6 million in U.S. alone. In 
1982, only 2,601 American Jews emigrated to Israel. Why so few? Best answer: 

Israel's living standards and opportunities lag behind what's available in 
United States. There's worry, too, about Jewish state's long string of wars. 

Yet without immigrants, says Jerusalem, "Israel can't exist as it is now." 


_—_— eee eee ——— 
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Our list can help you do the 
other things you have on your 
list. Such as fix the car...check 
on social security ... start the | 
diet. . .find out about the loan... 

Our list is the Consumer 
Information Catalog. And it’s 
free. So are many of the more es 
than 200 government booklets 
in the Catalog. Booklets on em- 
ployment, health, safety, nutri- 
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grams, and lots of ways you can EZRA BROOKS IS HERE. 


save money. 

The Consumer Information 
Center of the U.S. General Serv- | 
ices Administration publishes 
the Catalog quarterly to bring 
you the most up-to-date word. 

So to shorten your list, send 
for the free Consumer Informa- 
tion Catalog. It’s the thing to do. 

Just send us a postcard or let- 
ter with your name and address. | 
Write: 


Consumer Information Center 


Dept. PA | EZRA BROOKS 
Pueblo, Colorado 81009 Real Kentucky Sippiny Whiskey 


Ezra Brooks, Kentucky Straight Bourbon Whiskey, 80 and 90 Proof. Product of Ezra Brooks 
Distilling Company, Owensboro, Kentucky. 
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Jack, you might just have to learn to share your 
place of glory. 

After all, we do have a lot in common. 

We both know the best kind of whiskey is meant 
for sippin’ We both know fine whiskey must be 
properly aged and naturally mellowed. 

But most important, we both know what it’s like 
to have folks love our great taste. In fact, a lot of people 
tell us we taste as good as you, Jack. 

We think that’s quite a compliment. 


a»! 
GBA. Us. General Services Administration 
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THIS YEAR, 55 COUNTRIES 
WILL EXPORT THEIR MOST VALUABLE 
NATURAL RESOURCE. 


Their youth. You both see the world from a new, fresh 
And through a program called AFS, you can __ perspective. And you develop the kind of loving 
take advantage of what the youth of the world relationship you'll never forget. 
has to offer. To better understand the world we live in, 
Here’s how the program works. there’s no better resource than our youth. And 
A foreign high school student lives with thanks to AFS, there’s plenty of it to go around. 
your family, goes to school, learns and grows in For information, write to: AFS Inter- 
ve community. He teaches you his customs, national/Intercultural Programs, 313 East 43rd 
ifestyles and traditions. And takes home what Street, New York, N.Y. 10017. Or call toll free 
he’s learned about yours. (800) 526-7443. In New Jersey (800) 522-4503. 


AFS INTERNATIONAL EXCHANGE PROGRAMS. 
WE'RE BRINGING THE WORLD A LITTLE CLOSER T0 HOME. 


Real Goal of Soviets 
Global Spy Network 


Moscow relies on espionage 
to help close the technology 
gap. France, at least, has 

decided to blow the whistle. 


PARIS 

A purge of Soviet spies by France’s 
Socialist government underscores what 
has become an increasingly brazen 
campaign by Moscow to steal both ad- 
vanced Western technology and mili- 
tary secrets. 

Expulsion of 47 Russians on April 5— 
unprecedented in the history of Franco- 
Soviet relations—was the most sweep- 
ing housecleaning of Kremlin agents 
since Britain threw out 105 in 1971. 

The French described the expelled 
Soviets as “agents of the secret services 
of the Soviet Union” and said there was 
extensive proof of widespread scientif- 
ic and technological espionage, partic- 
ularly in the military field. 

The wholesale ouster was the latest so 
far in a crackdown in Western Europe 
on Russians who use diplomatic posts or 
other cover for spying. In recent weeks, 
Britain has expelled three, Spain four 
and Holland and West Germany one 
each. Also, Italy has jailed two Soviet 
citizens on spy charges. 

The cases dramatize 
growing concern over a 
global raid by the Soviet 
Union on foreign technol- 
ogy in an attempt to bol- 
ster both its economy and 
military machine—a drive 
that has steadily picked up 
steam in recent years. 

Moscow, lagging far be- 
hind Western technologi- 
cal discoveries—most no- 
tably in computers and 
microelectronics—has ap- 
parently been trying to 
plug the gap with a mas- 
sive espionage operation. 

The spying is credited with helping 
Russia improve missile-guidance sys- 
tems, advance Soviet oil-production 
technology and develop at least two 
new aircraft, one of which is a dead 
ringer for the Anglo-French Concorde. 

Intelligence officials say the effort has 
become so essential to Moscow that the 
KGB has created an independent 
staff—about half the size of the entire 
U.S. Central Intelligence Agency—with 
the theft and analysis of advanced tech- 
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Mitterrand: A tough mes- 
sage to Moscow. 


nology as its*exclusive mission. 
In addition to thousands of 
agents in the field, the unit is 
believed to have as many as 500 
analysts on the job in Moscow. 

In the process of siphoning 
off foreign technology, the Rus- 
sians often resort to bribing em- 
ployes—an activity that ap- 
pears to have played some role 
in triggering the latest expul- 
sions. Officials linked the Rus- 
sians to a French industrial ar- 
chivist caught in late March in 
the act of passing secret ener- 
gy-supply plans to a Soviet com- 
mercial attaché. 

More efforts. Over the past 
10 years, Russian spies have be- 
come increasingly active in Ja- 
pan, the United States, Britain 
and France. Moscow’s official 
representation in France has 5 
tripled. Now, at least a third of 
the 700 Soviet diplomats here 
are thought to be directly re- 
sponsible to the KGB—secret police— 
or to the GRU—amilitary intelligence. 

Two things make France of particular 
interest to the Soviets: Highly devel- 
oped technology, especially in the areas 
of lasers and telecommuni- 
cations, and an indepen- 
dent nuclear force whose 
sophisticated weaponry ri- 
vals that of North Atlantic 
Treaty Organization mili- 
tary members. The close 
French ties to the U.S. and 
the many American firms 
with facilities here add to 
the attraction. 

Intelligence experts 
note, too, France’s emerg- 
ing role as a convenient 
transshipment point for 
high-tech goods bought in 
the U.S. by Soviet-front 
firms. By using France as a 
destination, Russians are able to lay 
hands on many items that U.S. law bars 
from export to Soviet-bloc countries. 
Within France itself, the Soviets have 
operated boldly, sometimes barely 
bothering to disguise their aims. At the 
annual French air show, for instance, 
Russian envoys are routinely found 
carefully photographing military-hard- 
ware displays. One diplomat, later sent 
home, was even caught trying to steal 
equipment from the show. 


Expelled from France, the accused Soviet spies 
and their families head for the Paris airport. 


American intelligence officials ap- 
plauded the mass expulsion of Kremlin 
agents, saying it could disrupt some of 
the Soviet intelligence apparatus 
aimed at the United States. Phillip A. 
Parker, deputy assistant director of the 
FBI's intelligence division, said at least 
some of those deported probably were 
concentrating on American companies 
with outlets here or else were directing 
the work of spies in the U.S. 

No reply. While the Kremlin itself 
did not immediately respond to 
France’s purge of its spies, on April 8 it 
did order two Britons to leave the 
country. 

In taking the action, French Presi- 
dent Francois Mitterrand sought to 
send three messages—to Moscow that 
enough spying is enough, to Washing- 
ton that France cannot be considered 
Western Europe’s “soft underbelly” on 
security matters affecting the Allies 
and to Europe’s pacifist movement 
that the Soviet threat is a real one. 

“By this act,” declared a government 
spokesman, “France demonstrates that 
it has no intention of being gutless. Al- 
though espionage is a common prac- 
tice, there is also a rule that says, ‘He 
who is caught is punished.’ ” 

The biggest fish in the French net 
was Nikolai Chetverikov, nominally the 
Soviet Embassy’s third-ranking diplo- 
mat in Paris but in reality the shadowy 
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head of the KGB’s activities here. One 
possible reason for the surprising move 
is that France may have wanted to re- 
taliate for the February slaying of one of 
its top counterespionage experts. 

No one has directly fingered the Sovi- 
ets in the killing, but the agent shot to 
death in the French Alps was believed to 
have been instrumental in unmasking a 
key Russian spy in Italy earlier this year. 
The slaying broke an unspoken rule of 
the intelligence game: Despite the stuff 
of spy thrillers, “spooks” are not sup- 


posed to kill one another. 


An even more compelling reason for 
the action, however, may be rising 
French indignation over the sheer bla- 
tancy of Soviet spying—and the politi- 
cal cost to Mitterrand of ignoring it any 
longer. 

Lasting consequences. Effects of 
the purge are likely to be felt for a long 
time to come, both in Paris and Moscow. 

An immediate impact was to dash any 
lingering Kremlin hope that France, at 
least under Mitterrand, again would be- 
come a close friend in the West—a bitter 
disappointment given the leftist nature 
of the current Paris government. 

Despite Mitterrand’s dependency on 
French Communist Party support, he 
has taken an increasingly hard line 
with Moscow, warning of Kremlin ef- 
forts to estrange Western Europe from 
the United States and backing deploy- 
ment of intermediate-range American 
missiles in Europe if the Soviets do not 
remove theirs. He also has asserted 
that there will be no improvement in 
relations between Paris and Moscow 
until the Soviet-backed military regime 
steps down in Poland. 

In ordering Moscow’s spies out of 
France, Mitterrand seemed to be serv- 
ing notice that he would grant no fa- 
vors to keep Communist support. The 
newspaper Le Monde declared that the 
expulsion “washes Mr. Mitterrand, if 
that was necessary, of all suspicion that 
his freedom of action is limited by his 
alliance with the Communist Party.” 

The move could check an erosion in 
the French leader’s popularity caused 
by new government austerity measures 
and a widespread perception that he 
has permitted France to become a ha- 
ven for spies and terrorists. He earned 
sharp rebukes last year for security 
lapses after terrorists succeeded in pull- 
ing off a series of assassinations and 
lethal bombings in the middle of Paris. 

But the real effect of his bold stroke 
may be to persuade Moscow that 
France, for one, no longer can be 
counted on to look the other way while 
Soviet spies plunder Western Europe’s 
technology. O 


BY MARGARET MURRAY 
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“Such a false, vile, base, malicious, defamatory slander, monsieur! What cookies?” 


| Why U.S. Won’t Follow French Lead 


Hundreds of Soviet-bloc spies op- 
erating in this country are closely 
watched by the Federal Bureau of 
Investigation but seldom is one ex- 
pelled or prosecuted for espionage. 

Why the reluctance to follow the 
lead of the French and send the 
KGB's operatives packing? 

Foreign-policy considerations and 
counterintelligence tactics both 
weigh heavily against a wholesale 
expulsion of Russian spies. 

To State Department officials, 
such a move would be seen as a 
strong signal of worsening relations 
between the two superpowers—a 
far more ominous development 
than the expulsion of Soviet agents 
by the French in early April. Also, 
the U.S. would suffer disproportion- 
ate damage with the reprisal ouster 
of American officials from Moscow. 

For the FBI, throwing out known 
Soviet agents would simply com- 
pound the already formidable prob- 
lems of keeping tabs on Moscow’s 
agents. American counterintelli- 
gence officers would have to learn 
the identities and the operating 
methods of the intelligence officers 
sent to replace those expelled. 

Of the 2,100 Soviet-bloe diplo- 
mats accredited to the U.S. govern- 
ment and the United Nations, 600 
to 700 are believed to have some 
intelligence role. Hundreds of other 
agents are mixed in with groups of 
tourists and students from Commu- 
nist countries. There are also the 
“black,” or “illegal,” operatives who 
have blended into American com- 
munities as immigrants or even as- 
sumed the identity of U.S. citizens. 

“In the U.S., we have a very dis- 
| tn very sophisticated, very well- 


trained group of intelligence officers 


working against us,” says Phillip A. 
Parker, deputy assistant director in 
the FBI’s intelligence division. 
“They send their best over here.” 

Parker says Soviet-bloé spies seek 
information on everything from mil- 
itary plans to political developments. 
But their major target is Western, 
and especially American, high tech- 
nology. In a report last year, the 
Central Intelligence Agency said 
Moscow now has several thousand 
carefully trained officers collecting 
technology throughout the world. 

The FBI reportedly has a force of 
more than 2,000 counterintelligence 
agents. The bureau, Parker says, is 
“outmanned but not overpowered.” 

Constant strain. Even though So- 
viet-bloc agents are seldom expelled 
or prosecuted, enough instances 
have come to light to indicate the 
scope and intensity of the continuing 
battle between the intelligence and 
counterintelligence forces. 

In one recent case, an American 
radar engineer was recruited by a 
Soviet-bloc espionage officer and 
provided details of the radar instru- 
ments in virtually every first-line 
weapon in the U.S. inventory. Both 
men were caught,. convicted and 
sentenced to long prison terms. 

In its effort to keep tabs on Soviet- 
bloc intelligence officers and agents 
they recruit, the FBI uses a wide 
range of sophisticated equipment, 
from helicopters to tiny listening de- 
vices to high-powered computers. 

“But our main weapon,” says 
Parker, “is the intelligence and patri- 
otism of the U.S. citizen. When peo- 
ple are approached, they know 
what’s going on and give us a call.” 


By ORR KELLY 
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Shoppers in California. Cash registers are jingling across the nation. 


At Last, Consumers Start to 
Loosen Their Purse Strings 


It’s no buying binge, yet 
economists are taking new 
hope from the gradual return 
of shoppers to the stores. 


Consumers are showing signs of buy- 
ing again, and that’s welcome news for 
the fledgling economic recovery. 

Though many shoppers still are hold- 
ing back, retailers from coast to coast 
now report encouraging sales gains— 
some robust. 

“We had a real barn burner in March, 
with sales up 13 percent from a year 
ago,” says Bill Booher, chairmayy of Bill 
Gamble’s Men’s Wear, a 20-store chain 
headquartered in San Diego. 

Besides clothing, shoppers are open- 
ing up their wallets to buy items such 
as furniture, rugs, household appli- 
ances, electronic equipment, tele- 
phones, sporting goods, toys and 
jewelry, to name just a few. 

Nationwide retail chains are ben- 
efiting. March sales at K mart, for 
example, were 13.3 percent higher 
than a year ago. Federated Depart- 
ment Stores recorded a 17.1 per- 
cent increase. 

The story was much the same at 
regional and local stores. Sales at the 
Porteous, Mitchell & Braun chain 
based in Portland, Me., rose 25.2 
percent above a year ago. 
McRae’s, which operates 
14 stores across Mississip- 
pi and Florida, registered 
a 19 percent increase. 

“Everything’s better,” 
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shoppers: 


says John O'Leary, vice president of 
Filene’s in Boston. ““We’re seeing dou- 
ble-digit increases all over the lot.” 
Another measure of people’s im- 
proved spending mood—sales of new 
homes—is ahead of 1982’s pace, thanks 
largely to a mortgage-rate drop of about 
4 percentage points from a year ago. 
The leisure industry is showing 
bounce, too. Restaurants are attracting 
a steady flow of diners. Vacation 
spending is on the rise, particularly for 
destinations in Mexico and Western 
Europe, an indication that people are 
willing to spend for nonessentials. 
Even doctors, lawyers and other pro- 
fessionals are noticing a more buoyant 
spending environment. “Clients are 


in Bett 
$2,240 bil. 
aa 


M3WOTOHLYVE Lave 


paying their legal bills sooner and 
more reliably,” says New York City at- 
torney Laurence Liebowitz. 

New consumer surveys offer further 
indications that people are becoming 
more inclined to buy. Take the latest 
sampling of 5,000 consumers by the 
nonprofit Conference Board, for exam- 
ple. Its confidence index soared in 
March to the largest gain in nine years. 

This is significant, says Fabian Lin- 
den, the board’s consumer expert: 
“Widely expressed fears that the eco- 
nomic recovery will be less than robust 
because of cautious consumer spending 
may prove unfounded.” 

A major force. It’s essential that peo- 
ple loosen their purse strings if the 
economy is to shake off lingering ef- 
fects of the recession that is estimated 
to have ended in December. Con- 
sumption spending accounts for nearly 
two thirds of the nation’s gross national 
product. Without a solid boost from the 
consumer, the fragile recovery may 
stagnate—even disappear. 

Yet it’s clear that a full-fledged 
spending boom is being restrained by 
dour economic realities. Foremost is 
unemployment—10.3 percent of the 
civilian work force in March. 

“As long as weekly initial unemploy- 
ment claims hover around half a million, 
the consumer recovery probably will 
remain less than robust,” says Edward 
Yardeni, chief economist for Prudential- 
Bache Securities. New claims for unem- 
ployment benefits stood at 498,000 in 
the week that ended March 26, reports 
the Labor Department. 

Another big worry for consumers is 
interest rates, which Chicago mail carri- 
er Joe Cooper calls “too high.” The 
prime lending rate that banks charge 
corporate customers has plunged, from 
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16.5 percent last summer to 10.5 per- 
cent now. But rates on credit-card 
charges approach 19 percent. And fi- 
nance rates for automobiles are typically 
in the 14 to 15 percent range, although 
General Motors is offering a 9.9 percent 
rate through May on some models. 
“Consumer finance rates are still a big, 
fat negative,” says Sandra Shaber of 
Chase Econometrics, Bala-Cynwyd, Pa. 

With double-digit inflation rates of 
recent years still in their minds, some 
Americans remain edgy over the possi- 
bility of rekindling prices. A recent poll 
by Sindlinger & Company of Media, 
Pa., shows that two thirds of U.S. house- 
holds are dissatisfied with the pace of 
the anti-inflation battle. 

Says Amy Chase, a New York office 
worker: “Grocery prices are still going 
up, my utility bill continues to rise, and 
the phone bill doesn’t get any smaller.” 

Nor is every business out of the dol- 
drums. Domestic and foreign-car sales 
declined by 2 percent in March from a 
month earlier, despite a dealers’ cornu- 
copia of rebates and discount financing. 
“T don’t think people are going to start 
buying cars in great numbers until un- 
employment drops and interest rates 
go down,” says Art Schaefer, president 
of Schaefer Pontiac of Racine, Wis. 

Still, a variety of factors portends an 
acceleration in buying in the period 
ahead. “Consumer purchasing power 
will be rising dramatically over the 
next six months,” says Otto Eckstein, 
president of Data Resources, Inc., a 
Lexington, Mass., forecasting firm. 

Behind that assessment lie— 

Larger income-tax refunds. The 
average refund for 1982 returns pro- 
cessed so far is a record $713.83, re- 
ports the Internal Revenue Service. If 
that pace continues, refunds will reach 
65 billion dollars, up 10 billion from 
last year. Moreover, about 80 percent 
of that money will be in the pockets of 
consumers by the end of May. 
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Lower taxes. The 10 percent re- 
duction in federal income-tax rates July 
1 also will put money in consumers’ 
pockets: Up to 37 billion dollars by 
July, 1984. 

Less inflation. Led by sharp dips in 
the cost of gasoline and home-heating 
oil, consumer prices actually fell in 
February for only the third time since 
1965. For the year, inflation is expect- 
ed to rise by just 3 to 5 percent. “Low- 
er energy costs will leave consumers 
with more money to spend on other 
goods and services,” says Yardeni of 
Prudential-Bache. 

Real wage and salary gains. Be- 
cause of less inflation, workers’ pur- 
chasing power is rising, even as pay 
increases shrink. One estimate by 
Chase Econometrics shows disposable 
income, after inflation, rising by 2.3 
percent this year, compared with 1.1 
percent in 1982. 

Stronger family finances. Install- 
ment debt as a percentage of disposable 
income has declined from a lofty 18.1 
percent in December, 1979, to 15.3 
percent, according to the latest govern- 
ment figures. That means households 
have greater flexibility to take on new 
debts, if they choose. 

All told, the net worth of American 
households expanded by 14 percent 
last year, this magazine’s Economic 
Unit estimates. A major reason: Rallies 
in the stock and bond markets since 
last August. 

Taken together, these shifts indicate 
consumers are better able to spend and 
more willing to do so. 

Talks with retailers across the coun- 
try continue to turn up what J. C. Pen- 
ney Company economist Rosalind 
Wells calls “a lot of positives.” 

According to Ralph Wagoner, owner 
of a suburban Atlanta BMW motorcyle 
dealership: “Consumers are not wheel- 
ing and dealing, but they’re coming in, 


saying, “That’s what I want,’ and paying 
for it. Looks to me like it could be a 
bonanza year.” 

Henry Tosado, manager of the Radio 
Shack computer center in West Covi- 
na, Calif., is equally pleased. “March 
was excellent, and April looks even 
better. People are loosening up.” 

Among major retailers reporting 
strong sales is Dayton-Hudson Corpo- 
ration of Minneapolis, where first-quar- 
ter gains averaged 14.5 percent 
throughout the chain. “I’m optimistic 
about the rest of the year,” says Presi- 
dent Kenneth Macke. 

In St. Louis, officials at Stix Baer & 
Fuller notice that “shoppers seem to 
be willing to spend more,” says Vice 
President Paul Cavalli. Sales increases 
are being registered for good-quality 
furniture and women’s and children’s 
clothing, he says, despite fewer sales 
and other promotions. 

Many consumers say they’re poised 
to speed up purchases, as well. “Now is 
the time to buy,” says Barbara Bedig, a 
Sherman Oaks, Calif., homemaker. 
Adds Joyce Shive of suburban Houston, 
who has her eye on a house, an automo- 
bile and new clothing: “We definitely 
will be spending more this year.” 

Jesse Sisco of Atlanta is ready to buy 
a $500 writing desk for his wife. 
“We're just waiting until we can pay 
cash for it,” he says. 

Thus, although many Americans are 
still holding on to their checkbooks, the 
evidence is mounting that the consum- 
er will pace the recovery. In the words 
of Ray O’Brien, head of consumer lend- 
ing at the Bank of America: “The con- 
sumer is in good shape. He’s ready to 
spend. It’s only a question of time.” 0 


By JAMES M. HILDRETH with the magazine's domes- 
tic bureaus 
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In Rural America, Recovery 
Sprouts Only Slowly 


President Reagan says an economic rebound 
is under way. So do forecasters. But is it at the 
grass roots? For an on-the-spot view, the 
magazine interviewed a small-town banker in 
the heart of the hard-hit farm belt. 


Q Mr. Chrystal, are people in the farm belt optimistic that an 
economic recovery is taking shape? 

A I don’t think you could justifiably say that there’s opti- 
mism. I’d say people are less discouraged than they were. 

Q Why is that? 

A Everything here is farm related, and we were facing 
real economic disaster in agriculture because of high inter- 
est rates and low commodity prices. For farmers, with the 
accumulated losses of three or four years, depressed prices 
are almost more important than the interest rate. But high 
interest is part of what got them where they are. How are 
farmers with mortgages and carry-over operating debt go- 
ing to pay their debts? It’s tough, and they couldn’t pay—in 
1982 they couldn’t get to shore, and in 1981 they couldn’t 
get to shore. 

Q Have there been many bankruptcies? 

A There have been more than normal, but bankruptcies 
still aren’t any big thing numerically. What happens is the 
farmer’s creditor says, “I’m not very interested in you any 
more. Why don’t you get out while you’ve got some mon- 
ey?” The farmer goes to another lend- 
er, and that guy isn’t interested. And 
finally he gets around to where there’s 
no solution other than to shrink his as- 
sets by selling some land or selling the 
great big combine or selling the cows. 
You’re shrinking the operation. 

Q. Is there any big employer other than 
agriculture in Coon Rapids? 

A Coon Rapids is a town of 1,300 
people. Farming is the main occupa- 
tion, but the town’s biggest single em- 
ployer, Garst Seed Company with 
about 180 workers, is a company in 
which I have an interest. Our sales of 
seed corn are down, but we’re in bet- 
ter shape than our customers. 

Q. Has the seed company had layoffs? 

A No. We raised a great big crop ona 
lot of acres, and so the employment was 
very good. But in nearby towns we have 
some small agricultural manufacturers, 
and they have laid off, shut down. A 
window company completed a new 
plant in Carroll almost a year ago, but it 
has not started operating yet. Iowa’s un- 
employment rate of 8.3 percent, 
though low by national standards, is the 
highest since the Depression. 

Q Have farm depression and unem- 
ployment affected the town’s businesses? 

A Main Street people aren’t making 
any money. Their sales are down; their 
profits are down. A few of them have 
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closed up over the past year 
and a half. Some of them are 
just hanging in there. I’ve 
got to believe it’s going to be 
a bad year for farm-imple- 
ment dealers. There isn’t 
any building or expansion 
by business here or in any of 
the nearby towns. Car dealers are feeling a little teeny bit of 
improvement in business. The grain elevators aren’t. There’s 
not much grain trading going on, because the farmer has got 
his corn stored in government programs, hoping that the 
price goes up. So he’s just sort of hunkered down. 

Q You appear to be describing an economy at a standstill— 

A Yes. Whatever you read in the newspapers about an 
improvement, I don’t see here yet. But I don’t see it going 
on down. 

Q Then it’s at least bottomed out? 

A Yes, and with some slight recovery. Cattle prices, for 
instance, are higher. Hog prices have not declined sharply. 
Grain has gone up more than 10 percent since harvest. 

Q The housing market appears to have picked up in larger 
cities. Is the same thing happening in Coon Rapids? 

A We just aren’t making any real-estate loans, period. 
The value of houses is down 20 percent. I know of houses 
people bought recently that they couldn’t sell for the debt 
against them. Farmland values also have fallen. Ever since 
the Depression, if you bought a farm it was worth more per 
acre next year than it was this year, and sometimes by as 
much as 15 percent. If you could buy a house, it would be 
worth more next year. Suddenly the opposite is true. The 
value of tillable land is down 15 to 20 percent. If it’s pasture 
land, which requires that you buy not only the land but also 
a cow to put on it, the value is down as much as 30 percent, 
because it takes more capital to operate it. 

Q. Does that make people cautious? 

A Yes. I don’t think anything could 
top a factory worker being out of a job. 
That’s flat-out recession. But when 
you're a farmer with a piece of land that 
once was worth $3,000 an acre and now 
it’s worth $2,000—and you own 160 
acres—then you've had a $160,000 de- 
cline in net worth. That’s a lot of money. 

Q. Is that too much of a psychological 
hurdle to farmers to start spending? 

A Yes. Not very many people go 
broke, but those that do are going 
broke not because of bad management 
but simply because of debt, lack of 
sales. So other farmers don’t feel se- 
cure in buying a house and taking on a 
debt. The cost of houses is still very 
high. You can’t buy much of a house 
for $60,000. The interest rate has been 
too high, and that makes the payments 
pretty high. So if you don’t know what 
your income is going to be, you tend to 
stay where you are or rent something. 

Q What do the farmers tell you? Are 
they worried? 

A People say that they’re not doing 
very well, but neither are their neigh- 
bors. Now, that’s a whole new kind of 
conversation. People don’t say, “I’m 
not doing very well,” because nobody 
likes to say that. But they’re worried 
about themselves, so they’re including 
all of us in the package. That makes it 
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Banker John Chrystal, at left, in downtown Coon Rapids. “Main 
Street people aren’t making any money.” 


wrong. I haven’t heard people talk like that—include ev- 
erybody in the toughness—since the terrible times of the 
0s. 

Q Have you seen any major signs of hardship that you 
haven't seen in previous years? 

A I don’t see people going hungry, not having enough 
clothes or not having the ability to heat their homes. I did 
have a grocer tell me that his high-profit items didn’t sell as 
well as they used to. What’s happening, I suppose, is that 
people are buying the low-profit items—staples as opposed 
to fancier foods. 

What we do see in the banks is a great increase in the 
delinquency of real-estate loans and installment loans on 
cars and TV’s. A home loan is the thing that any borrower 
will pay first. Now we’re finding perfectly good people past 
due quite a few months, though not so much in Coon 
Rapids, because the seed company’s employment is stable. 
But in other towns where there have been layoffs, we have 
way too long a list of past-due real-estate loans. In fact, 
we've repossessed some houses. 

Q You talk as if that is something new for you— 

A Until last year, we had repossessed one house in my 
total banking career—25 years. Recently we had to repos- 
sess two different small developments with houses on them 
before the houses were sold. Nobody had ever lived in the 
| houses. 
| 
{ 


| sound less like they’re personally responsible for what’s 


Q Do people laid off or losing their businesses or farms tend 
to move out of the area to find new jobs? 

A What's happened to us—and it has been happening for 
quite a long time—is the movement to the sun belt. We’re 
educating kids, and they’re going someplace else. This town 
is the same size as it was when I was born, and, obviously, 
there have been a lot of births in that length of time. 

Q How does a bank like this do during a time when the 
farmers and small businesses that you deal with are hurting? 

A The banks had done very well because they were 
loaned out at a high percentage and the lag in interest rates 
tended to be friendly to them. Then suddenly they started 

taking losses because of bad loans accumulating in a volume 

that they had never experienced. And now the interest rate 

is unfriendly to them; we’re paying as much as 16 percent 
on 30-month CD’s while the prime is going down. I don’t 
mean to say it’s disastrous, but we took sizable losses. 

Q With farmers planting every year, you always have de- 
mand for loans— 

A Yes, the inventory never goes out of fashion. 

Q Does being in a stable community mean you have a lot of 
old loans that aren’t returning much to you? 

A Yes, we have to take the bitter with the sweet. We 
don’t get the same turnover in real-estate loans that they do 
in the city. The U.S. average for homeownership is seven 
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years. We don’t have anything like that; the average here is 
probably 14 or 15 years or more. A person buys a house in 
this town, they’re going to live in it the rest of their lives. 
And consequently we have some pretty low-paying real- 
estate loans everyplace. 

By the same token, the people here are very honest. We 
don’t have the same degree of risk as banks in large cities. 
Our borrowers are less likely to turn out to be deadbeats— 
considerably less because of community pressure. And be- 
cause of the stability, and the community smallness, we 
have a better relationship with the borrower than they do 
in cities. 

Q Do borrowers come in and say they’re in a tight pinch and 
might fall a month or two behind in their payments? 

A Yes, they do. And you'll tend to know about their 
problems even without them telling you, because you know 
in the community who’s having some bad deals. 

Q. What kind of recovery do you perceive coming? 

A The strength of recovery is directly related to the 
interest rate, which is still too high for agriculture. While 
the government’s new payment-in-kind program to reduce 
grain surpluses is a big help in sustaining people for another 
year, it’s not going to make people well. Oil prices going 
down will help cut fertilizer, herbicide and fuel costs. But 
put them all together—declining interest rates, lower oil 
prices and PIK—and I still don’t think they spell mother. 
Cutting expenses has nowhere near the curing effect of 
higher prices. Higher prices are just a wonderful thing, and 
we don’t have them. 

But the situation is not going to get worse—and there’s a 
hell of a lot to be said for that because people were just 
losing money by the basketsful. Stability will give people 
some optimism. 

Q What would it take to bring boom times for the farmer? 

A Enormously increased exports. We have just simply 
got to export more grain. Maybe we ought to export meat. 
We're producing more than this country can consume, and 
we're producing more than has been exported. 

Q What's the attitude of farmers and businessmen in rural 
America to President Reagan? 

A I'm a Democrat of the old liberal school, but I think, 
by and large, that Reagan had been very popular until 
probably sometime this past winter because he was a strong 
President and seemed to know how to govern. People still 
think he’s a strong President, but he says some things that 
are simply astounding and make him sound like he doesn’t 
understand what’s going on. An example would be his 
saying they ought to do away with the corporate income 
tax, when there’s 11 percent unemployed. 

Q Do any specific Reagan programs get much discussion? : 

A People in Coon Rapids are of the opinion that the 
defense budget is just out of this world. People are very 
disturbed about that and the MX missile. Absolutely nutty 
is the way it’s characterized over morning coffee at the 
café. Everybody wants the United States to be able to 
defend itself, but people are disturbed by the arms race 
with the Soviet Union. I don’t think I am unfairly reflecting 
the morning café talk. Iowa Republicans have shifted away 
from Reagan on the defense budget. Iowans are not so 
conservative as some suspect, and they’re a lot more sophis- 
ticated than people give them credit for. 

Qa Considering all the problems you have discussed, why do 
farmers keep taking these risks year after year? 

A Last year brought a glorious crop, and there is no way 
that you can’t be happy to have a bountiful yield. I don’t 
care what the price is; it’s a glorious feeling. A nice-looking 
cornfield, a lush-looking pasture and a great big harvest— 
they’re just great. But then you have to pinch yourself and 
realize it isn’t worth very much. O 
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A FRESH PERSPECTIVE FROM OVERSEAS 


BONN @ FRANKFURT @ NEW DELHI @ SYDNEY @ JOHANNESBURG 


Optimism suddenly is melting months of wintry pessimism in West Germany's 
pivotal economy. Business circles are delighted that Chancellor Helmut Kohl is 
newly confirmed in office. Help from an expected world recovery is seen, too. 


Even threats to Germany's vital export sector are being shrugged off. 

Any such dangers will be at least partially offset by that international 
economic upswing, anticipated in the near future. Yet there are trade hazards. 

Recent shake-up of the European Monetary System means that German goods 
will be more expensive, harder to sell in France, Italy, other nearby markets. 

German sales to oil-exporting nations fell sharply late last year, a trend 
likely to continue in wake of petroleum-price reductions. On the other hand-- 


Germany's exports to the Soviet Union jumped 25.3 percent in 1982. Those 
to Western industrial nations outside the Common Market rose 6.8 percent. 

Momentum in exports to America, the Bonn republic's No. 6 customer abroad, 
is sustained with a mark priced a third below its level a couple of years ago. 

Over all, exports equal a quarter of all German output, produced in 1982 a 
hefty trade surplus. Even if that record abroad is not matched in 1983... 


There's ferment on the home front. German industry's orders are rising. 
Producers of both consumer items and capital goods predict continued gains. 
Construction--especially residential building--revs up. Stock prices surge. 

Annual wage agreements are being concluded smoothly, most for pay hikes of 
only 3 percent or so. The inflation rate has gone below 4 percent. 

German spirits also have risen as oil prices have fallen. The Economics 
Ministry in Bonn figures Germany will save 3 billion dollars on its oil-import 
bill this year. Also anticipated in 1983, according to a ministry report: 

There will be "once again an upward tendency in the general economic 
development. The latest data on business trends confirm this expectation." 


India plows into a new financial year with plenty of economic problems, 
but that's not stopping U.S. companies in several projected business ventures. 


The year ended March 31, 1983, yielded an estimated gain in gross national 
product of only some 2 percent, with agricultural production failing to match 
that of the previous year. India may have to continue importing wheat. Also-- 

A long textile strike has cost hundreds of millions of dollars in output. 

The consumer-price advance was held to about 8 percent in the latest year, 

(over) 
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against 12.7 percent the year before. However, drought, other natural setbacks 
not only limited farm yield, but also required increased government outlays. 


The jobless? Those registered with government exchanges total 20 million. 


On the brighter side, 13 American firms by mid-March had proposed plans 
for new stakes in India after an on-the-spot evaluation of business prospects. 

The 13 were among 28 represented on a mission Sponsored by Washington's 
Overseas Private Investment Corporation. OPIC is a government agency promoting 
investments in developing lands and insuring them against political risks. 

OPIC President Craig A. Nalen sketched the U.S.-related deals. Nine await 
only final decisions by Indian partners. Among these entries, their projects: 


Datapower, Inc., of California, planning an electronic-equipment facility. 

Lazare Kaplan International of New York in a diamond-processing deal. 

Cytozyme Laboratories of Utah in a biological-products unit. 

Agro Associates of Connecticut in a poultry-farming, feed-milling venture. 

Another four firms are in the last Stages of negotiation on projects from 
the manufacture of microprocessors to the conduct of joint product research. 


In Australia, economic bent of new Labor Party regime is becoming clearer. 

Government is likely to pare many big-spending election pledges, pin the 
blame on ousted Liberal-National coalition for leaving the economy in a mess. 

Prime Minister Robert Hawke--barely in office after March 5 election win-- 
said deficit for year ending June 30, 1984, will be much larger than expected. 


Job preservation, protectionism gain Sway; ailing steel mills may benefit. 

Foreign banks can pigeonhole the former government's invitation to set up 
Shop in Australia. Hawke recently said he does not favor entry at present. 

Canberra does value U.S. investment, defense links. Hawke may stress that 
in planned June visit to Washington. Also, hopes for curbing Australia's 10.1 
percent unemployment, 12 percent inflation may hinge on U.S. business recovery. 


Diamonds are recovering their global glitter after four lackluster years. 

De Beers Consolidated Mines, a South African giant controlling four fifths 
of world trade in diamonds, reckons sales have improved "considerably." 

Botswana, an African nation among top Sources of precious stones, budgets 
for 43 percent higher diamond revenues in 1983, partly because of more output. 


Improvement applies to both quality and quantity of diamonds being sought. 
While sales of small gemstones held up during recession, demand for large, 
investment-grade sparklers plunged after wild Speculation of late 1970s. Now, 
"demand has expanded to some extent into higher categories," De Beers reports. 
The firm also is tightening its grip on the game. The bulk of stones from 
Western Australia's huge new Argyle mine will be sold through De Beers. And it 
has regained right, canceled in 1981, to market output of Zaire's biggest mine. 
Latest evidence of market Strength: De Beers' Central Selling Organization 
posted a 35.5 percent increase in prices for gem diamonds, effective April 5. 
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the federal income tax to get their blood boiling. The 
gripes about the levy are legion: 

= Taxes are too high. 

= Cheaters are getting away with murder. 

a The rules are incomprehensible. 

= The Internal Revenue Service is a band of strong-arm 
extortionists. 

= Loopholes allow the wealthy to weasel out of paying 
their fair share while middle-income families get nailed. 

But even that full house of complaints reflects only part 
of the controversy over the onetime minor assessment that 
has grown into the mainstay of the federal tax system. 

The income tax has emerged as far more than just a way 
to raise revenue. It has become a major tool for carrying out 
social policy. The granting of favored tax status bolsters 
private charities, while the withholding of tax breaks can 
punish private schools that resist racial integration. 

Criminals often find the wrath of the tax collector more 
fearsome than that of police officials. 

For individuals, the tax law rewards one for owning a 
home, conserving energy and saving for retirement. But 


F: MILLIONS OF AMERICANS, it takes only a mention of 


Special Section 


ABC's of Your 
Income Tax 


you're on your own if you’d rather rent an apartment, drive 
a fast car and blow your savings on luxury vacations. 

For some, the tax code is bread and butter. The endless 
flood of paper work, record keeping and debate over what 
the law means has created opportunities for accountants, 
lawyers and financial advisers. Few big financial decisions 
are complete without consideration of the tax consequences. 

The intrusion of Uncle Sam into the private lives of 
taxpayers, meanwhile, grows. To collect all that’s due, the 
government is demanding to know more and more about 
where you earn money, how you spend it and what you save. 

Yet the system is developing cracks. A growing number of 
people simply thumb their noses at the tax collector. Political 
pressures whipsaw the system, and efforts to simplify regula- 
tions often backfire—adding new rules on top of old ones. 

One result of the brouhaha: Calls for wholesale revamp- 
ing of the tax system. Touch-ups aren’t enough, critics say. 

With taxes such a crucial part of Americans’ lives, 
U.S.News & World Report has prepared this broad look at 
the income tax—how it operates, its warts and bright spots. 
In this special section, you'll find the information to better 
understand what all the fuss is about. O 


How Much Do You Know About Taxes? 


(a) Income averaging. (b) Tax in- 
dexing. (c) The zero-bracket amount. 


Here is a quiz to test your knowl- 
edge of the U.S. tax system. Answers 
appear below. 


1. Why did the U.S. first enact a direct 
personal income tax? 

(a) To raise money for the Civil 
War. (b) To curtail consumer spending 
during World War |. (c) To finance re- 
covery from the Depression. 


2. What is the top tax rate levied on 
personal income? 

(a) 70 percent. (b) 50 percent. (c) 
40 percent. 


3. Which of the following could be 
claimed as an itemized deduction? 

(a) Funeral expenses. (b) Suits you 
wear to work. (c) Birth-control pills. 


4. Which itemized deduction saves 
Americans most in federal tax? 

(a) Charitable contributions. (b) 
State and local income taxes. (c) 
Home-mortgage interest. 


5. Who pays the most tax? 
(a) A married couple with $50,000 
in taxable income and filing a joint re- 


turn. (b) A single person with $50,000 
in taxable income. (c) Two unmarried 
people living together and each with 
$25,000 in taxable income. 


6. What percentage of all individual tax 
returns are audited by the IRS? 

(a) Almost 20 percent. (b) About 
12 percent. (c) Less than 2 percent. 


7. What percentage of people who are 
indicted for criminal violations of the tax 
law either plead guilty or are convicted? 

(a) About 90 percent. (b) Almost 
50 percent. (c) Fewer than 25 percent. 


8. What is meant by the progressive-tax 
system in the U.S.? 

(a) Lower-income people are al- 
lowed to claim bigger total deductions 
than upper-income people. (b) Exemp- 
tions for dependents are not allowed 
to families with income exceeding a 
certain level. (c) As taxable income 
gets larger, the percentage of income 
that is paid as tax also grows. 

9. Which provision is designed to keep 


people from being pushed into higher 
tax-rate brackets by inflation? 


10. Which of the following did not go to 
jail for tax violations? 

(a) Al Capone. (b) Spiro Agnew. 
(c) Bobby Baker. 


11. How long must you own stock be- 
fore profits from its sale qualify for a 
lower tax as a long-term capital gain? 
(a) More than a year. (b) At least 
six months. (c) Until its value has in- 
creased by at least 20 percent. 


12. About what share of federal re- 
ceipts in 1982 was accounted for by the 
corporate income tax? 

(a) 40 percent. (b) 8 percent. (c) 4 
percent. 


13. Approximately how many people 
does the IRS employ? 

(a) Fewer than 15,000. (b) About 
25,000. (c) More than 80,000. 


Answers: 


(a)er (q)zt (edit (a)or (a6 (9)8 
(e)z (2)9 (q)s (2)p (9)E (a)z (e)L 
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Do We Really Need 
An Income Tax? 


Never has the U.S. had a more 
successful money raiser. Still, 


74, “and that’s important to the soli- 
darity of the society.” 
Public policymakers have come to 


Ss 
Am 


erica’s Lucrative 


after 70 years, millions ask 1 Gee Individual 
x ook upon the progressive income tax 
if there isn’t a better way. ia adverse ya other’ reasons) Income Social 
too. For instance, it is relatively easy Taxes Insurance 


When Congress first decided to per- 
manently tax personal incomes, it pre- 


to collect because most Americans 
pay their taxes honestly. The govern- 


Federal $297.7 bil. | Federal $201.5 bil. 


dicted confidently that “all good citi- ment estimates that more than 9 out State $ 45.7bil. State = 
zens will willingly and cheerfully of 10 people required to file income- Local $ 5.5bil. Local re 
support and sustain this, the fairest and tax returns do so. Total $348.9 bil. Total $201.5 bil. 


cheapest of all taxes.” 

That was in 1913. Congress also 
made the modern income tax progres- 
sive, or graduated. That is, it required 
higher-income people to pay higher 
rates than lower-income people. The 
first tax ranged from 1 percent on the 
first $20,000 of taxable income to 7 
percent on income above $500,000. 

But as these rates escalated over the 
ensuing 70 years and the tax code was 
riddled with a proliferating array of ex- 
ceptions, not all good citizens came to 
accept the progressive income tax 
cheerfully. 

It has become the target of tax re- 
volts by voters, constant revision by 
Congress and—particularly in recent 
years—growing challenges from aca- 
demics, politicians, business leaders 
and ordinary citizens. 

So, why is it that Washington relies 
on the progressive income tax as its 
primary means of raising revenues to 
finance the activities of government? 

One big reason is that 


Moreover, the tax can be changed 
easily to meet economic needs. That’s 
why President Reagan, confronted by 
a stagnant economy, proposed big tax 
cuts to spur buying by individuals and 
investment by business. 

A settling force. Even without 
changes, the income tax serves to mod- 
erate turns in the business cycle. Dur- 
ing a recession, it takes fewer dollars 
out of the private economy, which 
tends to cushion the downturn. This 
happens because salaries are held 
down, unemployment is up, earnings 
on stocks and similar investments are 
down, so there is less income to tax. 

During a boom, it works the other 
way. More tax dollars are taken out of 
the private economy, which tends to 
ease the demand for goods and to cool 
inflation. : 

For all the advantages of fairness and 
economic sensitivity, however, the key 
reason for the income tax is simply that 
it can raise vast amounts of money 


from the birth of today’s 
tax, income was deemed 
by Congress and the pub- 
lic as the best way to mea- 
sure both a_ person’s 
standing in the communi- 
ty and his or her ability to 
pay taxes. 

Second, progressive—or 


1983 Adjusted 
Gross Income 


lf You Got a $5,000 Raise... 


To understand how progressive income taxation works, imagine getting a $5,000 raise. 
The government's share of that added $5,000 would depend upon your income level— 


Federal Income Tax 


Note: Figures are for 1982, except local revenues, 1981. 


quickly when the Treasury is in need 
of cash. 

Washington’s huge financing needs 
during wartime caused transformation 
of the income tax into the massive rev- 
enue raiser that it is today. 

As recently as 1939, only 5 percent 
of the population, counting both tax- 
payers and their dependents, filed re- 
turns. Today, more than 80 percent of 
the population is:covered. 

Franklin Delano Roosevelt intro- 
duced the withholding of taxes from 
wages and salaries in 1943 to pay for 
World War II. 

By withholding taxes directly from 
paychecks, the government assured it- 
self of getting its revenues promptly 
and with fewer collection problems. 
“And that made the income tax a mass 
tax,” notes Richard Goode, a tax expert 
at the Brookings Institution. 


added or: haw On Old On New Share of $5,000 

graduated—rates have Before After Gross Gross Increase Raise Paid 
been endorsed by voters Raise Raise Income Income in Tax in Taxes 
as the most equitable way $ 10,000 _$ 15,000 $ 296 $ 1,014 $ 718 14.4% 
to distribute the burden of | § 20,000 _ $ 25,000 1,846 $ 2,828 $ 982 19.6% \ 
eae a gales oe $ 25,000 _$ 30,000 $ 2,828 $ 4,020 $1,192 23.8% 
yoga : $ 30,000 _$ 35,000 $ 4,020 $ 5,364 1,344 26.9% 

EpET CSUN scets 40,000 $ 45,000 $ 6,904 $ 8,654 $1,750 35.0% 
the public’s perception of $ ied 
faiineshotiaus Weaker $ 50,000 _$ 55,000 $10,414 $12,414 2,000 40.0% 


$ 75,000 _$ 80,000 $20,854 $23,054 2,200 44.0% 


BST I OU OO EU O08 ae PEO ODA = 2 S2)200 ea AR0%. oe 
$100,000 _ $105,000 $32,270 $34,670 $2,400 48.0% 


Note: Example assumes a married couple with two children, one wage earner 
and no itemized deductions, at 1983 tax rates. 


Stein of the American En- 
terprise Institute and 
chairman of President 
Nixon’s Council of Eco- 
nomic Advisers in 1972- 
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Levies: How They Compare 


Sales and Excises, 
Gross Corporation Licenses, 
Receipts Property Taxes Others 

Federal — Federal — Federal $49.2 bil. Federal $69.4 bil. 
State $78.8bil. State $ 3.1bil. State $14.0bil. State $21.1 bil. 
Local $13.2bil. Local $72.0bil. Local _ Local §$ 4.0 bil. 
Total $92.0bil. Total. $75.1bil. Total $63.2bil. Total $94.5 bil. 


In 1940, for example, the personal 
income tax provided 17.5 percent of 
total federal receipts, ranking behind 
excise taxes and customs duties—as a 
group—and levies on corporate earn- 
ings, as amoney-raising device. By 1982, 
the personal income tax was collecting 
48.2 percent of the Treasury’s take. 


upper-income people will have to pay 
taxes on part of their Social Security 
benefits. Portions of unemployment 
compensation already are taxable to 
some people. 

People with children, or who paid 
interest on mortgages, or made chari- 
table contributions, or paid interest on 


Tax rates also skyrocketed 
during wartime, and over the 
years the rate range was ratch- 
eted up to higher levels. The 
top rate jumped to 94 percent 
in World War II and to 92 per- 
cent during the Korean War. 

For much of the post-World 
War II period up to 1964, rates 
ranged from 20 percent in the 
first bracket to a maximum of 
more than 90 percent. The 
Kennedy-Johnson administra- 
tion cut the top rate to 70 per- 
cent, and Ronald Reagan sliced 
it to 50 percent. 

Most people don’t pay those 


Adjusted 
Gross 
Income 


10,000 | 
20,000 
= 25,000_ 
30,000 
$ 40,000 


~§ 50,000 


$s 75,000 : 
$100,000 
$200,000 


Impact of Progressive Taxation 


Tax Rate People Pay 


high rates, of course. Example: 
The wage-earning head of a 
family of four making the medi- 


Note: Figures assume family of four filing jointly, with one wage earner 
and no itemized deductions, at 1983 tax rates. USN&WR 


an income of $23,850 and 
claiming the standard deduction paid a 
1982 federal tax of $2,860, for an effec- 
tive rate of 12 percent. 

The reasons taxpayers don’t pay stat- 
ed rates are that not all income is 
taxed, many exemptions and deduc- 
tions are allowed, and progressive taxa- 
tion taxes lesser incomes at lower rates. 

New tax next year. For example, 
welfare and other cash and most indi- 
rect payments, such as medicare and 
medicaid, from the government are 
not taxed as income to the recipient. A 
worker also is not required to pay on 
certain benefits received from an em- 
ployer, such as medical insurance and 
pension contributions. But, in 1984, 
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debts are allowed to reduce their tax- 
able incomes. 

The income tax has become so pow- 
erful that it has been used to achieve a 
broad variety of social objectives— 
from promoting homeownership, to 
encouraging families to install energy- 
saving devices, to assisting the poor 
and the elderly, to penalizing those 
who discriminate on the basis of race. 

The government, by barring taxpay- 
ers from deducting contributions to 
them, can put certain groups out of 
business. Similarly, postponement of 
taxes on companies’ contributions to 
pension plans undergirds the private 
retirement system. 


oO 


Because of the potency of the in- 
come tax and the abundance of cash 
it can reap, Washington historically 
has left other forms of taxation— 
principally sales and property lev- 
ies—to state and local governments 
for financing their needs. The states, 
however, are rapidly encroaching 
upon the income tax; 44 states and 
the District of Columbia currently 
tax personal earnings. 

Nor does Uncle Sam tax wealth, 
or net worth, directly. “In the colo- 
nies,” says Richard Musgrave, a tax 
expert at the University of Califor- 
nia at Santa Cruz, “you could use 
the number of cattle owned as a 
measure of status and ability to pay, 
but today that would be absurd.” 

The Supreme Court has ruled that 
Congress may not levy a direct tax on 
property, or wealth, unless it is based 
on the population of states. That would 
create myriad political problems. A 
wealth tax alone, moreover, would not 
yield sufficient funds for today’s federal 
government. 

But Washington does tax wealth indi- 
rectly, through special taxes on persons 
making large gifts and on the estates of 
deceased persons. The taxation of 
wealth received through inheri- 
tance is a state function. 

“Estate and gift taxes are im- 
portant” federal functions, ex- 
plains Stanley Surrey of Harvard 
University, “because an income 
tax does not reach wealth.” And, 
he says, the Treasury Depart- 
ment needs to reach wealth if it 
is to have a comprehensive sys- 
tem of taxation. 

Adding up all federal, state and 
local taxes, Surrey concludes, 
“we are the lowest taxed of the 
industrial nations except for Ja- 
pan, and the Japanese don’t have 
our defense burden.” 

Nevertheless, the progressive- 
income-tax system is coming un- 
der increasing attack from citi- 
zens, politicians and tax theoreticians. 

“The hideous complexity of the in- 
come tax is driving taxpayers to exas- 
peration,” declare Professors Robert 
Hall and Alvin Rabushka of Stanford 
University. As a cure, they advocate a 
flat-rate tax on all income, wiping out 
exemptions and deductions. 

It pays to borrow. Other critics con- 
tend that the progressive income tax 
penalizes savings by taxing the income 
when it is earned and the interest on 
the savings when it is earned. In con- 
trast, borrowing is encouraged because 
the interest on debt is deductible. 

A low personal-savings rate is regard- 
ed as a negative by some economists 


41 


eae Income Tax 


because savings provide the capital es- 
sential for economic growth. Those 
who want to encourage more saving 
generally favor substituting a tax on 
personal consumption, which would 
exclude individual savings and invest- 
ment from direct taxation. 

This could be accomplished through 
some form of national sales or value- 
added tax that would require the con- 
sumer to pay the levy in the price of 
goods purchased. Such a tax, says AEI’s 
Stein, “could exclude food, medicine 
and rent payments to make it less bur- 
densome on the poor.” 

Or a similar goal could be achieved 
by allowing the taxpayer to deduct 
money saved or invested when figuring 
taxable income—a tax on personal ex- 
penditures. The Reagan administration 
is considering this approach to stimu- 
late savings and capital formation. 

Another criticism of the progressive 
income tax is that it penalizes taxpayers 
for inflation. That is, if wage earners get 
a cost-of-living pay increase to keep 
pace with inflation, that may push them 
into higher tax brackets though they 
have had no increase in real income. 
Those who object to this generally favor 
the system of indexing slated to go into 
effect in 1985 to eliminate the higher 
tax required by inflation. 

Penalty for success. Still other crit- 
ics of the current progressive tax want 
to extend President Reagan’s tax-cut- 


ting effort because they feel high rates . 


diminish the incentive to work, save 
and invest. “High tax rates penalize 
success,” argues Stanford’s Rabushka. 

Conservatives in general resent the 
use of the progressive income tax to 
transfer income from the wealthy to 
less affluent groups through govern- 
ment social programs. 

Defenders of the progressive tax fear 
that efforts to stimulate savings and in- 
vestment would shift the burden of fi- 
nancing government even more heavi- 
ly to the wage earner, while the rich 
would be able to pass on increasing 
amounts of tax-free wealth to succeed- 
ing generations. 

Congress, faced with big budget def- 
icits, can be expected to tinker further 
with the progressive tax to raise more 
revenue—probably by making a larger 
share of income taxable. 

Further down the road, some form 
of sales tax may be tried, as a supple- 
ment to the progressive income tax. 

Or, the Congress could decide to 
convert the income tax into a personal 
expenditure’ tax. 

But major changes in the tax system 
will take years to complete. So, the pro- 
gressive income tax will be with us 
awhile. O 
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Some income is hidden from 
the tax agency. But it’s the law 
itself that lets vast amounts 
go scot-free year after year. 


Deciding how to measure and tax 
income isn’t as simple as it might seem. 

Huge amounts of the approximately 
3 trillion dollars a year that Americans 
make aren’t income at all as far as the 
tax law is concerned. 

Clearly taxable as income is some 1.6 
trillion in paychecks, the bulk of Amer- 
icans’ personal income. Taxable, too, 
are tens of billions of dollars in pension 
payments, profits from small businesses 
and interest on savings accounts. 

But hundreds of billions of dollars 
escape taxation. Some of the untaxed 
income is illegal profits from gambling, 
drug dealing and other criminal actions. 

Still other income that avoids tax is 
legitimate—but off the books—earnings 


that are hidden from the tax collector. 
Cash payments to domestic workers, 
unreported investment gains and wages 
from informal second jobs are examples 
of this type of underground income. 
But the tax law itself also keeps a 
heavy lid on what the Treasury can get 
its hands on. The law protects an array 
of everyday above-ground income from 
being taxed. Thanks to special provi- 
sions, the tax bite is eased on workers, 
investors, retired people and others, all 
of whom can directly lop some of their 
income off the total subject to tax. 
One of the biggest benefits is for in- 
vesting in stocks and other assets. If the 
investment is held for over a year be- 
fore being sold, 60 percent of any prof- 
it is untaxed. That break for long-term 
capital gains will save investors about 
14.6 billion dollars in taxes in 1984. 
Behind the favorable treatment are a 
number of rationales. One is that fully 
taxing capital gains would be unfair 
since the gains partly reflect inflation. 
Another argument is that taxing all of 
an accumulated gain in one year would 
subject the gain to unfairly high tax 
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$95 Billion 
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Tax Revenues 

Lost in the 
“Underground 

Economy” 
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| Inall, an estimated $95 billion in tax money went uncollected in 1981—up 107 percent from five years 


| 
| earlier—according to the federal government. Some private experts estimate much larger losses. | 
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rates. Finally, eased taxation of capital 
gains is said to encourage investment. 

Another big break for investors is the 
exemption from federal tax for interest 
paid on state and local-government 
bonds. Last year, individuals snapped 
up about 75 percent of the new munic- 
ipal bonds issued and now hold some 
37 percent of the more than 450 billion 
dollars in bonds outstanding. Municipal 
bonds are a godsend to many high-in- 
come individuals because the tax ex- 
emption more than makes up for the 
lower return paid on such bonds. 

The exemption, though, is defended 
as aiding more than just investors. “The 
average taxpayer substantially benefits 
from lower state and local taxes because 
of the reduced interest rates that gov- 
ernments pay on tax-exempt bonds,” 
says Arch W. Roberts, chairman of the 
Public Securities Association. 

Home sales protected. Many peo- 
ple’s biggest investment is their home, 
and Washington looks kindly on profits 
from the sale of it. Uncle Sam will give 
up almost 5 billion dollars in tax reve- 
nue in 1984 by allowing people to defer 
tax on the profit from sale of a personal 
residence if they buy another. The de- 
ferral may turn into an outright exemp- 
tion once you turn 55. That is because a 
special break lets people over that age 
exclude permanently up to $125,000 in 
profit from the sale of a home. 

Tax-exempt status is conferred on a 
lot of family income, too. 

The deferral of tax on contributions 
that companies make to pension funds 
on behalf of employes, as well as de- 
ferred tax on the earnings of the retire- 
ment plans, will add up in 1984 to an 
annual tax break of almost 57 billion 
dollars. By not taxing the value of com- 
pany-paid health-insurance premiums 
and medical care, the government will 
let workers off the hook permanently 


U.S.NEWS & WORLD REPORT, April 18, 1983 


for over 21 billion in taxes. Tax-free 
income for families also includes veter- 
ans’ benefits and welfare payments. 
Exempt, too, for some people is unem- 
ployment compensation. 

Retirees and other recipients of 
more than 175 billion dollars a year in 
Social Security benefits enjoy a big bo- 
nus in the tax exemption for those pay- 
ments. But that break, worth an esti- 
mated 21 billion in tax savings this 
year, is being scaled back as part of the 
plan to shore up the Social Security 
system. Starting in 1984, up to half of 
Social Security benefits will be taxable, 
depending on a person’s other income. 

Sometimes income is made tax-free 
to answer complaints of unfairness. Two 
working single people who marry, for 
example, often end up paying a higher 
tax because their joint income forces 
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them into a higher tax bracket. To part- 
ly ease that “marriage penalty,” work- 
ing couples can, in 1983 and later, ex- 
clude from taxation as much as $3,000 
of the lower-paid spouse’s earnings 

Every taxpayer, rich or poor, gets to 
exclude some income from tax right off 
the bat through the $1,000 personal 
exemption. Both husband and wife get 
one. People 65 or older get double ex- 
emptions. An extra exemption is also 
given to people who are blind. The 
personal exemptions are in addition to 
the $1,000 deduction allowed for each 
dependent. Tax rates, moreover, don’t 
even begin to apply until you top your 
so-called zero-bracket amount—$3,400 
for a couple filing a joint return and 
$2,300 for a single person. 

What it adds up to: While income is 
taxed, not all income is equal. 
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The Little Tax 


F GROWTH IS a measure of success, the federal 

income tax is one of the boomingest operations 
around. 

Four returns are now filed for every 10 men, 
women and children, compared with fewer than 1 


for 200 back in 1914, the first full year of operation 


of today’s income-tax system. Each return now 
brings Uncle Sam more than $3,000 on average, 
nearly 40 times the mark of 69 years ago. 

The income tax in America hasn’t always ridden 
so high, however. Congress first imposed a levy on 
incomes in 1863 during the Civil War, but the tax 


_ was allowed to die in 1872 because the government 


didn’t need the money. Highest rates during the 
Civil War ranged from 10 percent on net incomes of 
$600 to 15 percent on those above $15,000. 

Congress again tried to impose an income tax in 
1894, but the Supreme Court shot it down. The 
Justices ruled that under the Constitution the tax 
must be apportioned among states according to 
their population. 

That led to the one-sentence 16th Amendment to 
the Constitution, ratified on Feb. 25, 1913. It says: 
“The Congress shall have power to lay and collect 
taxes on incomes, from whatever source derived, 
without apportionment among the several states, 
and without regard to any census or enumeration.” 

It has been onward and upward for the personal 
income tax ever since. 
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Rising Debate 
About Taxing 
Business Profits 


The corporate-income levy 

is fading, and some say good 
riddance. But many fret that 
firms will get a free ride. 


Individuals aren’t alone in paying in- 
come tax on earnings. Corporations do, 
too—with some big differences. 

Unlike the personal levy, which has 
been growing in importance, the cor- 
porate tax not only is eroding, but 
strong forces want to kill it outright. 

The business tax last year accounted 
for only 8 percent of total federal re- 
ceipts. That’s about half its share a de- 
cade ago and a third its share in the 
late 1950s. By contrast, the personal 
income levy accounted for about 48 
percent of total receipts in 1982, its 
highest level ever and up from about 
42 percent in the early 1950s. 

Now the idea of letting corporations 
off the hook entirely is being discussed 
increasingly. President Reagan himself 
created a furor early this year when he 
suggested just that. 

One argument for ending the profits 
tax, first imposed in 1909, is the uncer- 
tainty over who bears its burden. Many 
economists say that since the tax is con- 
sidered a cost of doing business, the 
load is borne by workers through lower 
wages and by consumers in higher 
prices. Stockholders, too, can bear part 
of the burden through lower dividends. 


Says Charls E. Walker, a former dep- 
uty secretary of the Treasury and now 
the chairman of the American Council 
for Capital Formation: “Corporations 
don’t pay taxes; people do.” 

Particularly vexing to investors is 
double taxation of dividends. The com- 
plaint is that the money going into diy- 
idends is taxed once when it is part of a 
firm’s earnings and again after it is paid 
out and counted as income of stock- 
holders. In recognition of that, taxpay- 
ers can exclude up to $100 in dividends 
on an individual return and up to $200 
on a joint return. But to most investors, 
that is a drop in the bucket. 

Unequal handling. The corporate tax 
can also create investment distortions. A 
company that borrows money and pays 
interest on, say, bonds, can deduct those 
charges before figuring tax. But a com- 
pany that raises cash by selling stock 
can’t deduct the dividends it pays out. 

Nevertheless, the bite of the corpo- 
rate income tax is often less than it 
might seem at first. 

By law, corporations are supposed to 
pay tax at rates of from 15 to 40 percent 
on the first $100,000 of profits and 46 
percent on earnings in excess of that. 
But companies generally pay much less 
than the top rate because the special 
breaks to encourage capital investment 
and increase productivity let them 
avoid or defer big amounts of tax. 

The investment tax credit, for exam- 
ple, lets a business deduct directly 
from its tax bill up to 10 percent of its 
outlays on certain equipment. Pur- 
chase of $500,000 in production ‘ma- 
chinery, for instance, can mean an im- 
mediate tax savings of $50,000. 

Moreover, write-offs for depreciation 
reduce the total of a company’s income 
that is subject to tax. Depreciation de- 


Ups and Downs of Corporate Taxation 
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ductions, in theory, reflect the fact that 
buildings and equipment are gradually 
being used up or becoming obsolete. 
However, in hopes of spurring invest- 
ment in new and better equipment, 
Congress now lets companies use accel- 
erated-depreciation formulas. They re- 
sult in extra-big deductions in the early 
years of a piece of equipment’s life, 
resulting in larger-than-normal reduc- 
tions in taxable income. 

Nonending breaks. Because of fast 
write-offs, 58 percent of the cost: of 
much new equipment can be deducted 
as a business expense in just the first 
three years of its use. On their face, 
such tax breaks merely speed up future 
deductions and thus only delay tax li- 
ability until the depreciation write-offs 
are used up. The catch, however, is 
that much of the deferred tax may nev- 
er have to be paid if new investments 
generate still more tax breaks to offset 
the tax liabilities coming due. 

As a result, Tax Analysts, a nonprofit 
research organization in Arlington, 
Va., estimates that on average large 
corporations in 1981 paid corporate tax 
at a rate of about 20.5 percent on their 
U.S. income. The rate varies widely by 
industry. The average tax for aerospace 
companies, for instance, was 13.5 per- 
cent, while that for apparel companies 
was 39.7 percent. 

Proposals to end or modify the cor- 
porate levy take a number of approach- 
es. One plan to deal with the double 
taxation of dividends would let firms 
exclude from taxable income the divi- 
dends they pay. Another would give 
shareholders who get dividends a cred- 
it for the tax paid by the corporation. 

A more comprehensive proposal 
would end the corporate levy and tax 
shareholders at their own personal tax 
rate on their share of the total earnings 
of a corporation, whether paid out in 
dividends or retained. Thus, in the case 
of a company that earns 1 million dol- 
lars and has 1,000 equal shareowners, 
each stockholder would be liable for 
tax on $1,000 of the earnings. 

Without adjustment, that could force 
investors to pay tax on retained earn- 
ings they don’t receive. One solution 
would require companies to forward 
part of their retained profits to the In- 
ternal Revenue Service as a tax pay- 
ment on behalf of shareowners. It 
would be a form of tax withholding ona 
stockholder’s share of corporate profits. 

Despite opposition to the corporate 
levy by economists and Presidents, it 
probably won’t be allowed to die soon. 
The reason: Concern among many peo- 
ple that big corporations are indepen- 
dent centers of wealth and power that 
should directly bear a tax burden. O 
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"2. There are many reasons for insuring with 


_ The Travelers. | : 
“But none more important than our agents. 


Independent agents run their own businesses. So naturally they care very much 
about how well they represent their clients and what insurance companies they represent. 
Of course, The Travelers, too, is concerned about the agents it works with. 
When independent agents work with The Travelers, and if they qualify, The Travelers 
can provide them with a full range of computer know-how and, in some cases, even 


special financing. 
For life, auto, homeowners, business insurance, call an independent 
Travelers agent. You can find one listed in the Yellow Pages. The idea behind 
soon, insuring with The Travelers is very simple: the strength, stability, and 
- PIA |: expertise of one of the world’s largest financial institutions. 
"Camas And the individual attention of an independent MER 


Travelers agent who is close to you and your situation. Thelraveler | 


We offer life, health, auto, and homeowners insurance and mutual funds and variable annuities for individuals, and virtually all for of insurance for businesses. The Travelers Insurance 
Company, The Travelers Indemnity Company, Travelers Equities Sales Inc., and other Affiliated Companies of The Travelers Corporation, Hartford, Connecticut 06115. 


= introduction, Specifications, and 
_| Performance of the 911SC Cabriolet. 
_ The newest Porsche under the Sun. 


The very 
first Porsche was an open 
car: the famed Gmiind No.1 car. Built 
by hand in the Carinthian village of Gmiind, in 
southern Austria, and tested on the steep, gruel- 
ing Katschberg Pass (5,382-ft elevation, 18% grade), it 
_ Made its debut on June 8, 1948. Itwasthe prototypeforthe 
356 series—including the Cabriolet, Speedster, Roadster, and 
_ Convertible models, which provided the pure optical and 
' acoustical pleasures of open-air driving. The second Porsche — 
_ was, and still is, the 911. Introduced in 1964, the 911 is forever 
» young. (See Technical Paper No. 18.) It was first produced as a 
___ Coupe. And in 1967, the Coupe was joined by the Targa: an all- 
_ new body design with a tightly-sealed, easily-detachable roof 
__ Panel. Now both the 911SC Coupe and Targa are joined by the 
~new 911SC Cabriolet. Open, it re-introduces the freedom 
and fun of the very first Porsche's form of driving. In 
addition, the closed 911SC Cabriolet achieves the 
» same performance as both the Coupe and the ‘ 
___Targa. Thus, itis the fastest production 2 
7 Cabriolet in the world. 
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All three Porsche 911SC models have the same 3-liter, The top itself is a three-bow design with self-adjusting, 
aluminum-silicon alloy engine: rear-mounted, air-cooled, 6 spring-loaded steel cables to-ensure that the fabric fits snugly. 
cylinders. The same maximum output: 172 hp at 5500 rpm. Padded steel panels run across the entire width of the roof 
And the same maximum torque: 175 ft Ibs at 4200 rpm. to stabilize the cloth top at high speeds and to provide good 


Because performance is everything at Porsche, the new sealing, low wind noise, and minimal temperature loss. 
Cabriolet's top matches the flowing form of the Coupe’s To further reduce draft, suppress wind noise, and add sta- 
roofline to produce minimal wind resistance. As a result, bility at top speed, tough rubber seals have been fitted to those 
on the track, the Cabriolet has the same acceleration as the parts of the roof where the canvas meets the rear window. 
Coupe and the Targa: 0-50 mph in 5.8 seconds. And the The torsionally-stiff frame has one-piece, folding side mem- 


| Same top speed: 139 mph. bers made of light alloy to save weight. 
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Porsche 911SC Cabriolet 


You're looking at $30,000 worth of 
executive potential held back by 
a penny’s worth of paper. 


The wrong paper can stop a copier (and an eager MBA) cold. 
Hammermill copier paper is specially made to keep plain-paper copiers 
(and up-and-coming MBA’s) running on schedule. 

Just the right moisture content keeps our copier paper free from static 
and curl, two of the biggest reasons why copiers jam. 

And moisture-proof wrappers keep it that way. prMMERMy:, 


PAPERS® 
Hammermill Paper makes copies, not trouble. 


Call 800-621-5199 (in IL, 800-972-5855) for free samples and the name of the nearest Hammermill supplier. 
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Games People Play 
With Deductions | 


There’s reason behind the 
maze of tax write-offs. But 
increasingly the jockeying has 
gotten out of hand. 


When Americans scout for ways to 
trim their tax bills, one of the first 
places they turn to is the array of de- 
ductions, credits and other adjustments 
that jam the tax code. 

The rewards can be bountiful. 

Deductions for the three biggest 
items—interest on home mortgages 
and other debts, charitable donations 
and state and local taxes—are expected 
to save Americans more than 75 billion 
dollars in federal taxes in 1984. 

Even small items add up. Homeown- 
ers who claim tax credits of up to $300 
for spending on insulation and other 
energy-saving items will trim the feder- 
al tax take by over 300 million dollars. 

Though they reap the benefits, many 
taxpayers wonder if any rhyme or rea- 
son lies behind the maze of write-offs. 
The answer is that every benefit does 
have some sort of justification, often of 
broad national purpose, though some- 
times the motives are far from clear. 

Many of the special breaks are to 
encourage activities deemed beneficial 
to society—such as aid to charities. “Al- 
though donors contribute because they 
believe in the merits of a charitable 
institution, the charitable deduction en- 
ables them to give more than otherwise 
possible,” contends Conrad Teitell, a 
New York attorney who advises chari- 
ties. A person in the 50 percent tax 
bracket who makes a $1,000 gift, for 
instance, is actually out of pocket only 
$500 after taking the deduction. 

Since saving for retirement is consid- 
ered prudent, Congress has given such 
planning a boost by allowing workers to 
deduct up to $2,000 a year from their 
earnings subject to tax if they pay into 
an individual retirement account. 

Investment spurs. Some expendi- 
tures are considered deductible as busi- 
ness expenses. Publications offering 
stock advice, for example, try to drum 
up extra readers by noting that the cost 
of a subscription may be deducted as an 
investment expense. Tax write-offs for 
job-related moving costs not only re- 
flect the fact that moving can be a 
business expense but also promote 
worker mobility. 
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For whatever reason the government 
has approved a deduction, its impact on 
the economy can be great. The deduc- 
tion for interest payments, for instance, 
wasn’t intended as an incentive to take 
out a home mortgage, but has never- 
theless played a big role in turning the 
country into a nation of 
homeowners. Deductions 
for interest on car loans, 
credit cards and similar 
debts make borrowing 
costs less awesome and, 
many economists say, dis- 
courage saving. 

Sometimes tax breaks 
create new problems. 

Anthony Downs, an 
economist at the Brook- 
ings Institution, says de- 
ductions for interest on 
home mortgages, as well as 
rules allowing deferral or 


“You can’t take a deduction for government spending!” 


Some breaks are designed to provide 
tax relief to people facing unusual bur- 
dens. Examples are the deduction for 
unreimbursed medical expenses that, 
starting in 1983, exceed'5 percent of 
adjusted gross income, and a limited 
write-off for major casualty losses. 

A tax credit for day-care expenses for 
children gives a break to working cou- 
ples trying to make ends meet. 

Federal tax deductions indirectly 


help state and local governments raise | 


cash: Most taxes levied by those govern- 
ments can be deducted by individuals 
before figuring their federal tax, and 
thus their bite is eased. 


- Yes, You Can, 
~ No, You Cannot : 
Quirks in the deduction maze fre- 


quently seem to go in opposite direc- 
tions. For example— 


= Most people who sell a home 
nowadays make a profit, and the 
gain is potentially subject to tax. 
But, sorry, no tax write-off if you sell 
at a loss. In general, you can’t get a 
tax loss on personal property not 
used for business or investment. 
~ = Gambling winnings are fully tax- 
able, but losses can be deducted only 
up to the amount of your winnings. 
= Bus drivers, among other work- 
ers, can write off the cost of a uni- 
form since it’s not wearable off the 
- job. But a salesman who has to dress 
well can’t deduct the cost of his 
business suits. 


full abatement of tax on 
profits from the sale of a 
residence, contributed to the surge in 
home prices during the 1970s. People 
bid up the prices of existing homes and 
often bought bigger homes than they 
needed because tax breaks helped 
make homeownership superior to oth- 
er types of investment. 

The charitable deduction is faulted 
on different grounds. Critics say it re- 
sults in an indirect federal subsidy to 
churches, private schools and other 
groups. The Treasury, in effect, contrib- 
utes part of each donation since each 
dollar given to a charity constitutes a 
reduction in the donor’s federal tax. 

Deductions, credits and adjustments 


a You can deduct the cost of 
birth-control pills but not the cost of 
maternity clothes. 

= Health-club fees generally are 
not deductible even if your job re- 
quires you to be in top-notch physi- 
cal condition. But facelifts and other 
types of cosmetic surgery are al- 
lowed as medical deductions. 

a You can deduct the cost of hav- 
ing a dentist fill your teeth but not 
the cost of toothpaste to keep them 
clean. 

= Costs of investment advice are 
deductible, but as a general rule, 
the travel expenses for going to 
stockholders’ meetings are not. 

a If you receive a scholarship that 
is earmarked for school expenses, 
it’s typically tax-free. But if you are 
awarded one that does not require 
you to spend the money for educa- 
tion, it is taxable—even if you do use 
it for tuition. 
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are also responsible for much of the 
complexity of the tax code. Take the 
credit for care of a child or disabled 
dependent. Explaining the ins and outs 
of that break takes up almost five pages 
in the Internal Revenue Service’s tax- 
instruction book. Even then, not all 
questions are answered. 

Many of the disputes between tax- 
payers and the government involve 
the allowability of tax breaks. Em- 
ployes, for example, may deduct edu- 
cation expenses that improve their 
skills for their current line of work but 
not expenses to meet minimum job re- 
quirements or to train for a new ca- 
reer. The distinction may be unclear. 

Taxpayers who claim business ex- 
penses often run into trouble where 
personal and business uses mix—such 
as deductions for an office at home or 
write-offs for a vacation home that is 
rented out part of the year. 

People who claim big write-offs for 
business lunches are suspected by oth- 
ers of, in reality, eating fancy personal 
meals at taxpayers’ expense. 

“Anytime you have a deduction or 
other special rule, you have cases on 
the edge of the rules that are difficult 
to administer,” says John Chapoton, as- 
sistant treasury secretary for tax policy. 

Softer bite. To see why people are 
anxious to nail down additional deduc- 
tions, take the case of a married couple 
who after filling out 1982’s tax return 
ended up with $30,000 in income sub- 
ject to tax. By coming up with $1,000 
in added deductions, this couple could 
have saved $295 in taxes since only 
$29,000 of income would have then 
been taxed. The more heavily taxed 
your income is, the more valuable de- 
ductions are in offsetting income. 

You don’t even have to know your 
deductions—or specifically have any— 
to benefit. Everybody, in effect, gets a 
so-called standard deduction without 
having to prove any expenses. That 
minimum, officially called a zero- 
bracket amount because tax rates don’t 
start to apply until your taxable income 
tops that amount, varies with your fil- 
ing status. Currently, for example, it is 
$3,400 for a married couple filing joint- 
ly and $2,300 for a single person. 

Deductions, though, are only part of 
the story. Adding up to billions more 
are the tax credits, which directly offset 
taxes dollar for dollar, and adjustments 
to income, such as IRA contributions, 
which are subtracted from income 
whether or not you itemize deductions. 

Squeezed by big budget deficits, 
Congress has acted to limit or end 
some deductions. Still, the greatest 
pressure is to add breaks as various tax- 
payer groups seek relief. O 
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What Happens to Your 
Tax Return Now 


Beefed-up enforcement is 
making it riskier to cut 

corners with the U.S. Even 
so, many get away with it. 


Americans are known as the world’s 
most honest taxpayers, and the Internal 
Revenue Service aims to keep them 
that way—or else. 

When you file your tax return, a mas- 
sive and increasingly sophisticated net- 
work of clerks, computers and auditors 
scrutinizes it as never before. 


Each of the more than 95 million 
individual tax returns filed yearly gets 
at least a cursory once-over by IRS per- 
sonnel. Backing up eyeball checks—to 
spot clearly unallowable items such as 
deductions for maternity clothes, hotel- 
room taxes or funeral costs—are com- 
puter programs designed to pluck out 
likely targets for further probing. 

Beyond that, a questionable return 
must run a gantlet of accounting 
sleuths during a full-fledged IRS audit. 

It’s all part of a stepped-up campaign 
to cut down on tax dodging. 


2. Returns are coded for computer 
processing and checked to make sure 
they are signed and complete. A quick 
check is also made for unallowable de- 
ductions or errors. 


Step by Step 
With the 
Tax Collectors 


1. Sorting the truckloads of returns that 
flood IRS service centers every tax season is 
the first step in making sure the U.S. gets its 
due. Clerks at “Tingle tables” empty enve- 
lopes and, among other duties, separate re- 


PHOTOS BY THOMAS J. O'HALLORAN—USN& WR 


As just one example, new attention is 
being focused on the complex area of 
tax-shelter investments. About 300,000 
such returns are currently under study. 
Because of such examinations in 1982, 
the IRS claimed extra tax and penalties 
of nearly a billion dollars. 

In addition, the IRS is using its com- 
puters to match up the amounts shown 
on the reports it gets from payers of 
wages, interest and other income with 
the actual amounts of income reported 
by recipients. About 82 percent of the 
664 million information returns re- 
ceived in 1982 were matched, result- 
ing in probes of potential discrepancies 
on more than 2.9 million tax returns 
and loosing a flood of inquiring letters 
to taxpayers. 

IRS detectives are also getting help 


from recent legislation that beefs up 
the agency’s power to collect informa- 
tion. States, starting this year, must tell 
the IRS about income-tax refunds they 
make, enabling the agency to check on 
people who claim federal-tax deduc- 
tions for state taxes but then don’t re- 
port later state refunds as income. 
Stockbrokers now have to inform the 
IRS of sales by their clients, giving the 
IRS possible hints of unreported capital 
gains. Restaurants must file a controver- 
sial new report on meal revenue to help 
the IRS track hidden tip income of wait- 
ers and waitresses. Firms that supply 
goods to independent salespeople, who 
sell door to door or work out of their 
homes, will have to clue in the IRS to the 
identity of sales agents buying over 
$5,000 worth of items a year. The IRS 


can use that data to investigate whether 
direct sellers report all their earnings. 

When does the IRS apply all this 
scrutiny to a tax return? It begins as 
soon as you file. Each return first goes 
to one of 10 IRS service centers around 
the country. There the forms are 
checked for completeness, figures are 
punched into computers, checks for 
taxes due are gathered and returns 
claiming refunds are sorted out. 

Later on, computers and agents 
match information on your return with 
reports sent in by banks and others. 
Levels of deductions are weighed and 
other factors are considered. The ini- 
tial processing of a tax return usually 
takes about four weeks, but most audit- 
ing doesn’t begin until the fall. 

The audit is the enforcement tool 


3. Information on the returns is entered into a 
computer that, among other things, checks 
arithmetic. Almost 8 million mistakes were 
caught last year, often resulting in less tax 
owed. Entries into the computer are double- 
checked for accuracy. % 


, 


4. Computer tapes are prepared at local service centers to be sent to the main 
IRS computer at Martinsburg, W.Va., where nearly 150 million accounts are kept 
up-to-date. Tapes for issuing refund checks are prepared there. 


5. After returns are analyzed by computer for 
the likelihood of underpaid tax, a select group 
is chosen for examination in an audit. Last 
year, fewer than 1.5 percent of taxpayers were 
asked to back up their returns in face-to-face 
confrontations at IRS offices. 


6. Fewer than 1 out of 5 people leave an audit without having to:cough up extra 
money. The IRS says that is because it picks suspects carefully. For some 
people, though, the final step is to fight it out in the courts. 
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that most frightens many taxpayers. 
IRS examiners conducted just under 
1.5 million audits of personal tax re- 
turns last year, of which about 100,000 
were done through correspondence 
asking about an item or two but not 
requiring a direct confrontation. While 
the number of audits may seem large, 
on average only about 3 out of every 
200 taxpayers are called for an exam. 
The level of auditing rises with income, 
but still only about 11 out of every 200 
persons with income of more than 
$50,000 are audited. 

To increase compliance, the IRS is 
trying to make audits pack more 
punch. Percy Woodard, assistant IRS 
commissioner for examination, notes 
that in 1968 the IRS came up empty- 
handed on about 43 percent of the in- 


Fewer Taxpayers 
on the Carpet 


1,887,400 


Individual | 
Income-Tax | 
Audits 


dividual returns it audited. Now, the 
agency strikes out only about 18 per- 
cent of the time. The average extra tax 
per return has also climbed, from $359 
to about $2,045. 

The basic resource used by the IRS in 
determining which returns to audit is 
the Taxpayer Compliance Measure- 
ment Program. Every three years about 
50,000 individual taxpayers are ran- 
domly put through what IRS officials 
call a “fine-toothed-comb audit” as part 
of a research program to uncover areas 
of noncompliance and pinpoint taxpay- 
er characteristics that can be used to 
pick returns for audit. 

Additional studies zero in on specific 
potential trouble spots. The IRS, for 
instance, has lately looked into the re- 
porting of profits from the sale of resi- 
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dences and deductions for charitable 
gifts. It also is working on a system to 
more closely monitor claims for depen- 
dents and extra personal exemptions 
for being age 65 or over. 

So-called tax protesters who, among 
other things, set up bogus religious 
groups or trust arrangements to shelter 
income from tax, are also getting spe- 
cial attention. So, too, are workers who 
claim an exaggerated number of with- 
holding exemptions to illegally boost 
their take-home pay. 

Even Americans living in other coun- 
tries may get a call from the IRS. There 
are 16 foreign IRS offices, and last year 
the agency audited some 3,600 individ- 
ual taxpayers abroad. 

The policing program, however, is 
far from foolproof. Cheating is now es- 
timated to cost the Treasury over 100 
billion dollars a year in uncollected tax- 
es. Between 5 and 6 million people fail 
to file required tax returns at all, Trea- 
sury Secretary Donald Regan told Con- 
gress in defending a controversial new 
rule aimed at increasing collections by 
extending wage-style tax withholding 
to dividend and interest payments. 

Errors, honest disputes. Part of 
the enforcement problem is the 
huge size of the U.S. economy and 

the inability of the IRS to follow 
up on all its suspicions, even 
where it has strong inklings of 
wrongdoing. The complexity of 
the tax code, moreover, causes 
unintentional errors by taxpayers 
as well as honest disputes as to 
just what the law demands. 

Incomplete information also 
hinders the IRS. More than 11 
percent of the information re- 
turns on dividend and interest 
payments, for example, can’t be 
properly matched because they 
contain erroneous data or are 
missing a taxpayer’s Social Secu- 
rity number. 

Even where tax is clearly owed, it 
may be hard to collect. The govern- 
ment is now stuck with about 27 billion 
dollars in overdue taxes. Currently be- 
ing tested are six different approaches 
to collecting such past-due funds, in- 
cluding the use of dunning phone calls, 
rather than letters, and the offering of 
installment payments. 

Not all the IRS’s checking works 
against taxpayers. Math errors, for ex- 
ample, crop up on almost 9 percent of 
tax returns, and corrections by the IRS 
resulted in close to 814 million dollars 
of tax reductions last year. But it’s still a 
net gain for Uncle Sam. Fixing up com- 
puting mistakes that taxpayers made in 
their own favor yielded 1.3 billion dol- 
lars in extra tax. O 


Taking On the 


Corrupt politicians, Mafia 
leaders, dope dealers—all feel 
the heat when the IRS 

cracks down on criminals. 


When Treasury agents sent ‘“Scar- 
face Al” Capone to Alcatraz in 1931 for 
income-tax evasion, they convinced 
generations of Americans that you can 
get away with almost anything in the 
U.S. except failure to pay taxes. 

Today, mobsters, dope dealers, con 
men, public officials on the take and 
assorted other crooks are being con- 
victed in a steady stream because they 
did not pay their taxes. 

Thus have income-tax laws become 
one of Uncle Sam’s most potent weap- 
ons in the fight against crime. 

In all, the Treasury agents conduct 
about 6,000 criminal investigations a 
year, and prosecution is recommended 
in about 2,300 of them. Of those indict- 
ed, about 90 percent plead guilty or are 
convicted. Last year, that amounted to 
1,500 persons, of whom 917 went to 
prison for average terms of 26 months. 

But the extent to which the govern- 
ment has used tax laws to prosecute 
those who make a business of crime has 
been uneven, varying over the years. 

During most of the last decade, the 
Internal Revenue Service focused 75 
percent of its criminal investigations on 
those who fail to pay taxes on income 
from legal activities—what it calls “gen- 
eral enforcement.” Under the Reagan 
administration, the pendulum has 
swung back, with nearly half the effort 
now devoted to “special enforcement.” 
The T-men are going after professional 
criminals with all the zeal of those who 
packed Capone off to prison. 

Elite group. The IRS’s criminal in- 
vestigators are an elite corps of 2,400 
special agents, a small fraction of the 
total 82,857 on the service payroll. Part 
of their mission, of course, is to keep 
people from dodging taxes, but many 
times they are brought into a case be- 
cause authorities lack evidence to con- 
vict a suspect of a more heinous crime 
or need to follow up skimpy clues. 

With their skill in analyzing highly 
complex financial schemes, IRS agents 
add an extra investigative dimension. 

“We assist other agencies in proving 
the substantive act of the crime—and 
that comes with a built-in tax case. The 
prosecutor can make the accused look 
doubly bad,” says Assistant Commission- 
er Richard C. Wassenaar, head of crimi- 
nal investigations for the IRS. 
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Mob Via Form 1040 


In the war on the mobs, the agents 
work with other federal officers in Or- 
ganized Crime Strike Forces in 14 ma- 
jor cities where the Mafia is especially 
active. An additional 220 agents have 
been assigned full time to work with 
other agencies in the Presidential Task 
Forces on Narcotics in South Florida 
and 12 other areas of the country. 

Often working closely with agents 
from other agencies and federal prose- 
cutors, IRS investigators have put the 
heat on a variety of professional crimi- 
nals. In cooperation with the FBI, for 
example, special agents helped break 
the mob’s stranglehold on the nation’s 
East Coast and Gulf Coast docks. 

In another joint investigation, an IRS 
agent set up shop as a dealer in New 
York’s Fulton Fish Market and helped 
gather evidence against mobsters who 
took a share of all the fish moving 
through the market and even charged 
dealers for parking on the public streets. 

Increasingly, the IRS is using more- 
aggressive tactics. In the past, 


viction of Dahlstrom and four of his 
associates. 

In many narcotics cases, the IRS plays 
a crucial role by focusing on violations 
of currency and banking laws, while 
other agencies zero in on the illicit 
drugs. “The FBI, Customs and the Drug 
Enforcement Administration go after 
the white stuff—the cocaine. We go 
after the green stuff,” says Wassenaar. 

Drug dealers accumulate huge 
amounts of money, much of it in small 
bills. They have an urgent need to laun- 
der the money to hide its illegal source. 
It is almost impossible to do this without 
running up against the laws that require 
reports on large sums of money crossing 
the borders or deposited in banks. 

Playing the tapes. In one case, agents 
learned that drug dealers were search- 
ing for someone to launder money. The 
IRS, accommodatingly, set up a front 
organization and, in a 10-month period, 
laundered 25.7 million dollars. When 
they closed up shop, they were ready to 


play before a jury videotapes of custom- 
ers unpacking suitcases full of currency. 

Another time, undercover agents as- 
sumed the role of criminals with money 
to launder. They approached a South- 
ern California operator named Nathan 
Markowitz who would provide almost 
any service, from a jet plane to record- 
free cash transactions, for a hefty fee. 

Markowitz introduced his new cus- 
tomers to a friendly banker, who agreed 
to accept the agents’ cash and wire it to 
an offshore bank without filing required 
reports with the government. As the 
agents wrapped up the case, Markowitz 
was assassinated. His associates, includ- 
ing three bankers, were convicted. 

In a Washington, D.C., case, IRS 
agents, working with the FBI and Met- 
ropolitan Police in Operation Green- 
thumb, broke up the largest gold-and- 
silver fencing setup ever uncovered in 
the area. The two leaders of the opera- 
tion were sent to prison for racketeering 
and tax evasion. Forty burglars who 
used the operation were convicted. 

Another frequent target of tax agents 
is corrupt politicians. In the past, they 
have sent to prison such figures as 

Thomas J. Pendergast, politi- 


agents often followed a cold 
“paper trail” of financial rec- 
ords. By the time they made a 
case, the crook had moved on 
to other victims. 

Now, when possible, agents 
move in fast, trying to stop the 
criminal action in its tracks. 

In Los Angeles, for in- 
stance, the agents took on Ja- 
mie Araujo who, with mem- 
bers of his crime family, was 
responsible for a major nar- 
cotics operation. The investi- 
gators traced 31 million dol- 
lars that had flowed into the 
family’s bank accounts in a 
three-year period. Araujo was 
sent to prison for 35 years and 
fined 1.2 million dollars. 

Often, IRS agents must go 
undercover to get inside in- 
formation. In one case in Seat- 
tle, a man named Karl L. 
Dahlstrom was suspected of 
arranging illegal overseas tax 
shelters for wealthy clients. 
When agents went to some of 
the clients, they found that 
they had paid $12,000 apiece 
for advice on how to evade 
taxes, including a detailed de- 
scription of how to delay and 
confuse any tax investigation. 

Stymied, an IRS agent pos- 
ing asa wealthy investor went 
to see Dahlstrom. Taped con- 
versations resulted in the con- 
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Al Capone 


lord to Alcatraz in 1931. 


Thomas J. Pendergast 


and went to Leavenworth in 1939. 


David D. Beck 


Spiro T. Agnew 


Otto Kerner 


Institution in Lexington, Ky., in 1974. 


When other law-enforcement measures 
failed, the government resorted to the tax 
laws to send Chicago’s Prohibition-era gang 


After dominating Kansas City’s Democratic 
politics for a quarter-century, “Boss” 
Pendergast pleaded guilty to tax evasion 


A Senate investigation toppled Beck as 
Teamsters Union president, but it took a 
conviction on tax charges to send him to 
McNeil Island Federal Penitentiary in 1962. 


In a deal with the government, the former 
Maryland governor pleaded no contest to tax 
evasion, resigned as Vice President in 1978. 
He was fined $10,000 but not imprisoned. 


While serving as a federal judge, the former 
\llinois governor was convicted of tax evasion 
and was sent to the Federal Correctional 


cal boss of Kansas City; Otto 
Kerner, ex-governor of Illi- 
nois, and Robert G. “Bobby” 
Baker, once a Senate aide to 
Lyndon B. Johnson. 

In a case still being 
wrapped up, tax and other 
federal agents hit a statewide 
conspiracy in Oklahoma in 
which county commissioners 
made kickbacks to merchants 
who provided supplies and 
equipment for their counties. 
More than 200 commission- 
ers and suppliers have been 
convicted or pleaded guilty to 
mail fraud, tax evasion, con- 
spiracy or extortion charges. 

Whenever taxes are due, 
agents try to collect every 
cent. This zeal was demon- 
strated last year when the IRS 
fought in the courts and won 
the right to confiscate 1 mil- 
lion dollars in jewelry and 
$411,000 in cash belonging to 
a Georgia racketeer, even 
though he was already serv- 
ing a life prison term. 

While the number impris- 
oned is only a tiny fraction of 
the total number of federal 
taxpayers, the hope is that 
their example will make hon- 
est taxpayers remain honest 
and convince those who are 
not that they should, at least, 


pay their taxes. O 
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yeaa Income Tax 


Frustration over the 
income tax is spawning an 
array of plans to restyle 
the law and cut paper work. 


A rising chorus of complaints about 
the federal income tax is prompting a 
search for new ways to raise revenue. 

The ideas cover the waterfront— 
from taxing spending to eliminating 
deductions to giving breaks for saving. 
And that’s just a start. 

Behind the protests lies the mind- 
boggling complexity of the current tax 
rules. Individuals filling out their own 
basic 1040 returns face dozens of pages 
of instructions and a choice of at least 42 
different supplementary forms and 
schedules used to detail income, claim 
deductions and calculate tax. Half of the 
taxpayers give up and hire professionals 
to fill out their returns—at an estimated 
cost of over 1 billion dollars a year. 

Even the Internal Revenue Service 
has trouble keeping up with the law. 
“There are simply not a sufficient nuin- 
ber of people available to work for the 
IRS who have the sophistication and 
the intellect necessary to handle many 
of the problems that the service must 
face,” says Jerome Kurtz, a Washington 
attorney and former IRS commissioner. 

Furthermore, many economists say 
the present system causes financial dis- 
tortions and hinders economic growth. 
Robert E. Hall, an economist at the 
Hoover Institution at Stanford Univer- 
sity, says the high tax ratés divert at- 
tention from productive investments 
into maneuvers to ease the burden. 
Others complain about favoritism for 
certain types of income. Interest on 
municipal bonds, for example, escapes 
tax altogether, but savings-account in- 
terest is taxed. 

A hodgepodge of special breaks is 
fanning the feeling among many 
Americans that the tax system is unfair. 

Complains Senator Mark Hatfield (R- 
Oreg.), “Congress has forgotten the 
main function of the tax system: To 
raise revenue in the most efficient, eq- 
uitable and least complex manner.” 

Proposals to revamp the tax system 
take a number of paths. 


Flat Tax 


Getting the most attention lately 
have been suggestions for a flat-rate tax. 
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“What’s so new about a flat tax?” 


A flat-rate tax would apply one rate 
of tax to all levels of income. That 
would replace the present setup under 
which rates of 11 to 50 percent are 
applied in steps as income rises, with 
the top levy now hitting that part of 
taxable income exceeding $109,400 for 
a married couple filing jointly and 
$55,300 for a single person. 

In addition, most flat-rate plans in- 
clude a sharply narrowed range of de- 
ductions and tax-exempt income. That 
would allow the flat rate to be set at a 
relatively low level—possibly around 
20 percent or less—because more total 
income would be subject to tax. Typi- 
cally, though, each taxpayer would be 
allowed to exclude a certain amount of 
income from tax, based, for instance, on 
family size. The amount ranges up to 
about $10,000 for a family of four in 
some plans and would take the place of 
personal exemptions and deductions 
for dependents. The exclusion would 
also ease the impact on lower-income 
persons since a large share of their earn- 
ings would be excluded from taxation, 

Proponents of a flat tax with few de- 
ductions say its simplicity would allow 
tax returns to be postcard size. The low 
levy, moreover, would diminish the in- 


centive to cheat, they say. Opponents 
counter that under a flat tax upper- 
income people would end up paying 
less tax than now, while middle and 
lower-income people would pay more. 

To offset that complaint, suggestions 
have been made for a modified flat tax 
in which rates do rise with in- 
come, but in fewer and smaller 
steps—from only 14 to 28 per- 
cent in four stages, as an exam- 
ple. In another bid to win sup- 
port, some plans would retain 
such widely used tax breaks as 
deductions for home-mortgage 
interest, local taxes and charita- 
ble donations. 


Broad-Base Tax 


To some economists, the 
problem isn’t in the multiplicity 
of rates but rather in the 
amount of deductions and tax- 
exempt income. 

Joseph Pechman, director of 
economic studies at the Brook- 
ings Institution, says that peo- 
ple with the same income may 
now pay substantially different 
amounts of tax, depending 
upon the sources of their earn- 
ings and the expenses they can 
write off. 

As an example, take two fam- 
ilies with the same amount of 
gross income but differing ideas 
on how to spend it. Family A 
buys a large house and pours money 
into paying off the mortgage and meet- 
ing property-tax levies. Family B rents 
a small apartment and spends a lot on 
travel and eating out. The bottom line 
at tax time: Family A pays much less 
than family B. 

To address that type of situation, 
Pechman and others have proposed re- 
taining the current progressive-tax sys- 
tem but reducing rates across the 
board and making up for the lost reve- 
nue by ending almost all deductions. 
They would also subject more income 
to tax, including municipal-bond inter- 
est and the 60 percent of long-term 
capital gains that is now excluded. 

These changes, supporters say, 
would simplify the tax system and 
crack down on tax avoidance, while en- 
couraging savings and investment. 


Consumption Tax 

A more radical shift is supported by 
some tax experts. They say income 
may be the wrong item to tax in the 
first place. Their substitute: Tax funds 
spent to buy goods and services, and 
exempt from tax any income that is 
saved and invested. 

Advocates of such a consumption tax 
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—sometimes referred to as an expendi- 
ture tax—say it would remove many of 
the problems encountered in defining 
income and would encourage savings. 
They argue that a consumption tax 
would end the unfair taxation of earn- 
ings from investment, which are taxed 
as income but to a large degree only 
reflect inflation rather than real profit. 
The idea of taxing consumption rath- 
er than income isn’t new. Thomas 
Hobbes, a 17th-century English social 
philosopher, argued that it is fairer to 
tax people on what they take out of 
society—their consumption—rather 
than on what they put in—their savings. 
To ease the burden and provide for 
some spending on necessities, most 
plans permit a limited allowance for 
spending before the tax begins to ap- 
ply. A consumption tax, moreover, 
could be levied at progressive rates to 
put a heavier burden on the wealthy. 


Value-Added Tax 


Another type of tax on consump- 
tion—a value-added tax, or VAT—also 
is being urged. The levy is widely used 
in Europe, and though it resembles a 
sales tax, it operates very differently. 

A sales tax is imposed on the total 
retail value of an item being sold. A 
VAT is imposed only on the value add- 
ed at each stage of an item’s produc- 
tion and distribution. 

For example, a fabric maker pays tax 
on the difference in value between the 
raw materials and the finished cloth. A 
dress manufacturer pays tax on the in- 
creased value when the cloth is turned 
into a dress. A wholesaler pays tax on 
the value of its marketing service— 
that is, the difference between what it 
pays for the dress and what it sells it 
for. A retailer pays tax on the differ- 
ence between the wholesale and final 
consumer selling price. In the end, the 
total VAT is typically passed on to the 
consumer as part of the retail price. 

Supporters of a VAT often push it as 
a supplementary tax to make up for 
revenue lost through reductions in the 
bite of the income tax. Some propo- 
nents thus link imposition of a VAT to a 
general lowering of income-tax rates. 

To counter claims of unfairness, sup- 
porters of a VAT often propose that 
items such as food, medicine and shel- 
ter be exempt from the tax. That 
would aid families who spend most of 
their income on essentials. People who 
save and invest a lot would also benefit. 


Despite plenty of ideas, don’t expect 
fast changes. Major shifts are still not in 
the cards. The debate, nevertheless, is 
setting the framework for what may 
turn out to be change down the road.) 
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Relief on the Way 
From Bracket Creep 


Unless Congress upsets the apple 
cart, a new protection against rising 
tax burdens will take effect in 1985. 

The new safety valve is tax index- 
ing, designed to counter the boost in 
tax that many people face when infla- 
tion puffs up their income and forces 
them into a higher tax-rate bracket. 

Tax indexing is designed to work 
this way: Annually, it would adjust 
the level and range of income-tax 
brackets to match the pace of infla- 
tion. For example, the amount of a 
single person’s taxable income falling 
in the bracket from $28,801 through 

’ $34,100 is scheduled to be taxed at a 
rate of 34 percent starting in 1984. 

If, however, the consumer price 
index rose at 5 percent during the 12 
months ending September, 1984, in- 
dexing would boost the 34 percent 
tax bracket for 1985 so that the rate 
would apply to income rounded off 
from $30,241 through $35,810. Simi- 
larly, other brackets would slide up- 
ward. Further adjustments to reflect 
inflation would be made each year. 

Indexing won’t keep you from pay- 
ing more tax. But, if your income only 
matches inflation, it will prevent you 
from being taxed at a higher rate. 


up with inflation could fall into a 
lower tax bracket and pay less tax. 

Indexing will also increase in line 
with inflation the $1,000 exemptions 
taxpayers now get for themselves 
and dependents. Boosted annually, 
too, will be the standard deduction, 
or zero-bracket amount, for people 
who don’t itemize deductions. 


Adjusted Gross Income 


1985 With 
1984 5% Increase 1984 
$ 10,000  $ 10,500 $ 291 
$ 20,000 $ 21,000 $ 1,741 
$ 25,000 $ 26,250 $ 2,673 
$ 30,000 §$ 31,500 $ 3,815 
$ 40,000 $ 42,000 $ 6,538 
$ 50,000 $ 52,500 $ 9,848 
$ 75,000 $ 78,750 $19,788 
$100,000 $105,000 $30,600 


USN&WAR—Basic data: USN&WR Economic Unit 


People whose incomes don’t keep . 


Keeping Up With Inflation 


When tax indexing arrives in 1985, as now provided by law, here is how it 
will work if prices and wages rise 5 percent: 


Federal Income Tax 


Note: Assumes a one-earner married couple with two children and no itemized deductions. 


Lower-income people stand to 
benefit most, some analysts say. 
That’s because the lower tax brackets 
cover the narrowest slices of income 
and thus it is easy for inflation to push 
a low-income person into a higher 
bracket. Lower-income people also 
are the biggest users of the standard 
deduction and offset a greater share 
of their income with exemptions. 

Wealthier taxpayers will get a rel- 
atively modest benefit. People _al- 
ready in the top 50 percent bracket 
obviously can’t be pushed into a 
higher one by inflation. Indexing, 
though, will reduce the amount of 
income in the top bracket, since the 
point at which the 50 percent rate 
starts to hit will rise. 

Pro and con. Supporters of index- 
ing argue that the government 
benefits from today’s backdoor tax 
hikes fueled by inflation. Periodic 
tax cuts by Congress become a sham 
because they are soon eaten up by 
bracket creep, they say. 

Opponents of indexing counter 
that large budget deficits make in- 
dexing unaffordable because it 
could cost the government an esti- 
mated 97 billion dollars in lost reve- 
nue through 1988. That assumes 
prices will rise 4.5 percent a year on 
average. Some critics complain that 
recent tax-rate cuts have unduly 
benefited upper-income persons 
and that indexing will lock in the 
inequitable breaks for them. 

Despite the critics, supporters be- 
lieve indexing is the wave of the 
future. Says Martin Feldstein, chair- 
man of the President’s Council of 
Economic Advisers: “Once the 
American taxpayers experience in- 
dexing, it will be here to stay.” 


Saving With 


1985 Without _ 1988 With 

Indexing _5% Indexing Indexing 
$ 351 $ 305 $ 46 
$ 1,921  § 1,827 $ 94 
$ 2,948 $ 2,807 $141 
$ 4,190  $ 4,006 $184 
$ 7,198  $ 6,865 $333 
$10,798 $10,341 $457 
$21,363 $20,777 $586 
$32,850 $32,130 $720 


Pe 44 Income Tax 


lf the 
Gobbiedygook 
Confuses You— 


It isn’t always easy to keep 
the lingo straight. Here are 
some simple definitions of key 
terms used in taxation. 


Adjusted gross income: On tax re- 
turns, the amount of income subject to 
tax after subtracting such things as mov- 
ing expenses, business costs and pay- 
ments to individual retirement plans. 

Ad valorem tax: A tax, import duty 
or other levy computed on the value of 
the property involved. 

Audit: Examination of a taxpayer’s 
return by the Internal Revenue Ser- 
vice to verify accuracy. Audits may be 
conducted by correspondence, at 
home, at your office or at an IRS office. 
Taxpayers have the right under law to 
have their tax cases kept confidential. 

Capital-gains tax: A levy on the prof- 
it made on sales of assets or capital. 
That includes stocks, bonds, art and real 
estate. Net gain on an asset held more 
than one year is called long term and is 
taxed at a maximum effective rate of 20 
percent. Other—short term—gains are 
taxed as ordinary income. 

Consumption tax: A tax on the pur- 
chase or consumption of a product or 
service. The two main consumption 
taxes are the sales tax and the excise tax. 

Corporate income tax: Amount ley- 
ied on a company’s income remaining 
after expenses and other deductions are 
subtracted from sales and revenues. 

Depletion allowance: A deduction 
from income for exhaustion of resources 
such as minerals, oil, gas and timber. 

Depreciation allowance: A tax de- 
duction covering the exhaustion, wear, 
tear and obsolescence of property used 
for business or investment purposes. 

Estate tax: An assessment on the val- 
ue, after certain deductions, of a de- 
ceased person’s land, securities and 
other assets. It is paid by the estate, 
before assets are divided among heirs. 

Excise tax: A tax on consumption or 
purchase of items such as tires, airplane 
tickets, gasoline, beer, liquor and ciga- 
rettes. Sometimes called a luxury tax, it 
is used at all levels of government. 

Flat tax: Plan that would apply a uni- 
form rate to all income above a certain 
tax-free allowance. In pure form, all 
credits, exemptions, deductions, exclu- 
sions and the like would be eliminated. 
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Gift tax: A levy on the gift of proper- 
ty. The giver pays the tax. 

Income averaging: An income-tax 
computation that permits a part of an 
unusually large increase in the amount 
of taxable income for any one year to be 
taxed as ifit were income over a number 
of years, thus being taxed at a lower rate. 

Individual income tax: A direct tax on 
the income of individuals, imposed by 
the federal and some state and local 
governments. The federal tax is progres- 
sive: As income rises, so does the tax rate. 

Individual retirement account (IRA): 
A way to set aside money for retire- 
ment. Contributions are tax-deductible 
and are taxed only when withdrawn. 

Itemized deductions: Items that can 
be subtracted from adjusted gross in- 
come for income-tax purposes. These 
expenses include medical and dental 
costs, taxes, interest, charitable contri- 
butions and casualty and theft losses. 

License taxes: Fees, usually at a flat 
rate, for the exercise of a privilege, such 
as use of motor vehicles or on amuse- 
ments, hunting, fishing or businesses. 

Payroll tax: A direct tax on an employ- 
er’s payroll and the employe’s pay to 
help cover costs of Social Security, medi- 
care and unemployment compensation. 

Personal exemption: A reduction of 
$1,000 at present in taxable income for 
self, dependents, blindness or age. 


For Extra Copies 
Of This Report— 


Reprints of “ABC’s of Your Income 
Tax” are available at 45 cents each. 
Minimum order is five copies. Send or- 
der, with payment, to: 


Reprints, Room 244 
U.S.News & World Report 
2300 N Street, N.W. 
Washington, D.C. 20037 
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Personal property: Autos, boats and 
other possessions taxed by state and 
local governments. Taxes are generally 
paid annually on the goods’ values. 

Property tax: A state or local tax on 
the value of land and buildings. This is 
the main source of income for local 
governments. 

Sales tax: A charge by states—45 at 
latest count—and localities on retail 
sales of goods and services. Rates are flat 
and usually between 4 and 8 percent. 

Severance taxes: Levies on removal 
from the land of natural products such 
as oil, gas, minerals and timber. 

Tax credits: A direct reduction of 
income-tax liability. Credits are al- 
lowed for such things as political con- 
tributions, child care, energy conserva- 
tion, foreign taxes and investments. 

Tax shelter: A tax-favored invest- 
ment, usually in the form of a partner- 
ship or joint venture. These investments 
frequently involve much capital and a 
high degree of risk. They can result in 
large tax deductions for investors. 

Taxable income: The amount re- 
maining on an individual’s Form 1040 
after subtracting from adjusted gross 
income such items as deductions and 
personal exemptions. This is the total 
on which taxes due are computed. 

Taxable year: The 12-month peri- 
od—usually the calendar year—on 
which taxable income is computed. 

Value-added tax: Also called VAT 
and widely used in Europe, it puts a levy 
on the value added to goods at each 
stage of production and distribution. 

“Windfall profits” tax: A temporary 
federal excise tax on the production of 
crude oil. It is imposed at the wellhead 
as each barrel is extracted and sold. 

Zero-bracket amount: The lowest 
bracket of the federal income-tax-rate 
schedule. The zero-bracket amount— 
not subject to taxation—is $3,400 for 
married taxpayers filing jointly and sur- 
viving spouses, $2,300 for single persons 
and heads of households and $1,700 for 
married taxpayers filing separately. 0 
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A Conversation With Sissela Bok 


Sissela Bok is a Swedish-born philosopher who teaches at 
Harvard University and has written extensively on ethical issues 
of broad concern. Her latest book is Secrets: On the 

Ethics of Concealment and Revelation. She is also the author 


of Lying: Moral Choice in Public and Private Life. 


Without secrets, no “sense of identity” 


Secrecy is an indispensable part of life. Even if society 
wanted to, there is no way in which it could do away with 
everything that human beings conceal. If society were to 
try to compel people to expose all personal secrets, that 
would lead to the kind of loss of liberty that we think of in 
connection with a novel like 1984. With no capacity for 
keeping secrets and for choosing when to reveal them, 
human beings would lose their sense of identity and 
every shred of autonomy. 

Yet, in writing my book about secrecy, I found that in 
the United States many people believe that they should 
make as much as possible about their personal lives 
known to others—and they feel guilty about what they 
don’t reveal. That may be part of America’s Puritan 
heritage, which leads people to feel guilty about what is 
perfectly natural. 


“Important to protect the privacy of individuals” 


One cannot say that secrecy is either wrong or always 
right. In and of itself it is neutral. In many cases secrecy 
turns out to be positive, and in other cases it is harmful. 

Where individuals are concerned, the presumption 
ought to be in favor of their opportunity to keep secrets 
as they wish except in special circumstances, such as in 
the case of criminals. If we did not respect individual 
secrecy, we could not have a democratic society. 

In organizations, as well, it’s very important to protect 
the privacy of individuals. But when it comes to the 
institution itself, I think that the presumption should be 
toward openness, not secrecy. 

Now, a certain amount of secrecy is required for any 
organization to function. Governments require some se- 
crecy from enemies and, therefore, from the citizens 
themselves. But that has to be kept to a minimum be- 
cause secrecy in any government tends to expand and 
grow. There are so many things governments want to 
hide—not just what is legitimately theirs to conceal but 
also mistakes they have made and plans they may have 
for abuse and unwise military undertakings. 


“Many dangers” in requiring polygraph tests 


In a democracy, a number of institutions, the press 
among them, serve as a check on the tendency of govern- 
ment to keep secrets. And insiders within government 
may, if they become aware of a serious problem, blow the 
whistle on it. But the more acts and executive orders that 
the government can make use of for expanded secrecy, 
the more difficult it becomes to hold members of the 
government accountable. 

In this context, President Reagan’s recent executive 


AP 
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order tightening procedures for handling classified infor- 
mation is a very big step. The order requires federal 
employes with access to classified information to agree to 
take polygraph tests if asked to do so when the govern- 
ment investigates the source of leaks. This step ought to 
have been carefully debated by the public before it was 
put into effect. 

As the order stands, there are many dangers. Poly- 
graph testing is both unreliable and intrusive. People not 
involved in leaking government information may be so 
worried or nervous about something else in their lives 
that the test indicates that they are lying when that is not 
the case. Many people might feel their privacy invaded 
because polygraph testers often ask questions that have 
very little to do with a person’s job. 


“Highest officials engage in leaking” 


Far too much government information is already classi- 
fied—studies have shown that. I question the current 
efforts to intensify government secrecy when so much of 


Defense Secretary Weinberger at hearing. “Far too much gov- 
ernment information is already classified,” says Bok. 
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what is secret is problematic. It would be very different if 
we could be sure that the government keeps only those 
secrets that are indispensable. 

From a purely practical standpoint, I don’t think such 
executive orders are going to control leaking. Some of 
the highest officials engage in leaking, and that, of course, 
affects the view that their subordinates have of the 
practice. 

And the more secrecy a government exercises, the 
more pressure there is for leaking—and the pressure 
comes from both the outside and the inside. On the 
outside stand reporters and others who want to find out 
what is being held secret. On the inside, there are people 
who think that illegitimate secrets are being kept—and 
they want that information known. 

The solution to this problem lies in cutting back on the 
unnecessary secrecy with which government has become 
encrusted, Only then can the normal channels of report- 
ing and public inquiry displace leaking. 


“We have been a beacon of open government” 


President Reagan’s executive order is part of a broad 
trend to reverse the movement of the last two decades 
toward greater public access to government information. 
To some extent, the tightening up is understandable. 
New technologies such as satellites make it possible for 
countries to know one another’s troop movements, mili- 
tary installations and the like. That has made a number of 
nations feel more insecure and reach for greater control 
over secrecy. 

The U.S. government has moved to limit the scope of 
the Freedom of Information Act, to give officials more 
power to classify documents as secret and to expand 
official review over publications by government em- 


“You needn’t tell me what they are, Norris, but have you any 
secrets you plan to carry with you to the grave?” 
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ployes and scientists. But too often the government has 
acted without demonstrating a clear need for the buildup 
of secrecy and control and without submitting its plans to 
public debate. 

Yet, because such a buildup of secrecy carries great 
dangers for any democracy, debate is indispensable. In- 
stead of moving toward ever greater secrecy, I believe 
that this nation should honor its traditions of open goy- 
ernment. We have been for the world a beacon of open 
government, and we have to be very careful not to 
squander that leadership. 

In the scientific community, there is a lot of resistance 
to government moves to tighten up on secrecy—and 
there are some potentially serious consequences ahead. 
Scientists are saying that they would prefer not to go into 
a field that is threatened with censorship. Universities 
might stay away from research that could become classi- 
fied. It could be very detrimental to national security if 
scientists and universities steer away from whole areas of 
research. 


“Press should not be exempt from scrutiny” 
ee ee CN py OM SCruuny 


The whole issue of the press and secrecy is very inter- 
esting. Even as the press makes possible the disclosure of 
many of the secrets of government and other groups, it is 
concerned about its own privileges and secrecy. The 
press challenges every collective rationale for secrecy 
save its own. 

But its practices of secrecy, selective disclosure and 
probing should not be exempt from scrutiny. Without 
that scrutiny, the press’s routine invocation of the pub- 
lic’s right to know will combine with fierce competition 
in news reporting to deflect questions about what report- 
ers and editors ought to do in pursuit of their professional 
goals. 

Until the press is as open in its own practices as it 
expects other institutions to be in their practices, its 
stance will be inconsistent and will lend credence to 
charges of press unfairness. 


“Public will bear the burden” of concealment 


Secrecy is also at issue in the legal profession. The new 
stance by the American Bar Association that lawyers 
should keep secret the planned crimes of their clients is 
something that the public should debate very seriously. I 
believe that the public will bear the burden of the crimi- 
nality that is thus concealed. 

If we are worried about the victims of crime, as we 
should be, we also ought to be very worried about people 
who help conceal planned crimes and who, therefore, 
bring into the world many more victims. Even in the case 
of white-collar crime, there are victims. There may not 
be people lying bleeding in the streets, but there are 
victims of toxic-waste disposal and fraudulent bank ma- 
nipulations. And the financial cost to the nation of white- 
collar crime, such as tax cheating, computer fraud, labor 
racketeering and bribery, is staggering. 

The premises supporting confidentiality are strong, but 
they cannot support practices of secrecy—whether by 
individual clients, institutions or professionals them- 
selves—that undermine and contradict the very respect 
for persons and for human bonds that confidentiality was 
meant to protect. 


Conducted by ALVIN P. SANOFF 
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US Business 


TRENDS THAT SHAPE THE FUTURE 


2300 N Street, N.W. 
Washington, D.C. 20057 


The new season of corporate annual meetings will dramatize this: 
Boards of directors are becoming more powerful. Fewer are rubber stamps 
for actions by company executives. More make day-to-day decisions. 


Those are among changing trends found in a survey of 611 of the largest 
companies, conducted by Korn/Ferry International. The study by the executive- 
search firm projects these other developments during the rest of this decade-- 

Boards will form groups to handle management problems, relying less on 
company-fed information. Groups will hire professional advisers from outside. 

Compensation for board members will continue to increase. Last year 67 
percent of the firms paid them fees ranging from $12,000 to more than $20,000. 

A shortage of qualified directors will occur as legal and fiduciary 
responsibilities rise. Most sought after: Senior executives with strong 
operating experience in outside companies, "battle tested" judgment. 

Former high-ranking federal officials will be in great demand as lobbying 
efforts and competition for government contracts mount. Already 61 percent of 
large industrial companies have ex-government officials on their boards. 


What types of directors are declining in popularity? 

Lawyers, bankers, others who provide professional services to the company. 

Also, addition of women and ethnic-minority directors has peaked and now 
will flatten. Over the past 10 years, boards with women shot from 10.7 percent 
to 41.2. Boards with ethnic minorities grew from 8.9 percent to 25.2. 


The long run of good news on inflation is starting to get bumpy. 

Grocery prices are higher for the second month in a row, according to our 
survey of supermarkets in eight cities. A basket of 17 common items costs 
$26.03 this month, up 22 cents from March. 

A pound of pork chops jumped an average of 21 cents to $2.94. 

The price of fresh tomatoes leaped 31 cents to $1.44 per pound. 

A dozen eggs rose an average of 4 cents to 87 cents. 

Costing moderately more in April: T-bone steak, cheese, peas, tuna fish. 

But prices for round steak, bacon and potatoes dropped sharply. 

Compared with April a year ago, our marketbasket is up 6.35 percent. 


Prices for typical new homes, which rose only 0.6 percent last year, will 
be 6 percent more in 1983. So says the National Association of Home Builders. 
Reason? Costs of building materials are rising. Lumber prices are up 30 
percent from a year ago. Glass is up 8 percent. Aluminum jumped 10 percent 
last month alone. Alse possible: Hikes in charges for dry wall, brick and 
(over) 
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cement. But costs won't stymie home building. The builders group expects 
housing starts to climb from 1.06 million in 1982 to 1.55 million in '83. 
After that: 1.76 million in '84, and more than 1.8 million in 1985. 


Building of new offices will plunge 50 percent over the next five years in 
15 major metropolitan areas. So say experts at Chemical Bank in New York. 

The supply of office space in many cities has bypassed demand. 

The bank forecasts: Contract awards will average 197 million Square feet a 
year. That would be a fifth less than were built in the past five years. 

Office construction will continue to slow in Denver, Dallas, Houston and 
Washington, D.C. New York and Los Angeles will replace Houston and Dallas as 
the largest markets for new construction. 


Toy buyers for stores already are stocking up heavily for next Christmas. 

That was the elated opinion of manufacturers who displayed their wares at 
the Dallas Toy Show. Showrooms reported sales to store buyers ranged from 10 
percent to 500 percent above recession buying of a year ago. 

"There's a general feeling of optimism," notes an official of Fisher-Price 
Toys, which has introduced 45 new products, made 34 price cuts, offered more- 
lenient terms to wholesalers and stepped up national advertising. 

Toymaker Kenner expects a boost next month when the third in a series of 
"Star Wars" films comes out. Kenner has exclusive rights to "Star Wars" toys. 


Growing numbers of companies are helping employes get to work. 
A study by the Conference Board indicates that 68 percent of firms now 


operate car pools and 57 percent run van pools. Also, 29 percent subsidize 
mass-transit fares of workers, and 9 percent run charter or subscription buses. 

Van pooling is growing rapidly, saving an estimated 115 million gallons of 
gasoline a year. One result: A new service industry is thriving--independent 
businesses that run van pools for many companies. 


This magazine's index of business activity advanced in the latest week. 


USN&WR WEEKLY INDEX OF BUSINESS ACTIVITY 


Week Ended 
WEEKLY INDICATORS (1967=100)" _—-Year Ago Month Ago March 26 eltak ck ty bbas 
Composite Indext 103.7 102.6 : ede be poebal | 
Steel production : 56.7 61.4 ; 
Auto production “ 76.4 75.4 e 
Crude-petroleum production ; 97.9 97.8 H 
Electric-power production i 185.4 181.7 


’ Lumber production i 93.8 94.5 
Freight carloadings (misc. mdse.) ..... ; 59.4 56.2 


MONTHLY INDICATORS (1967=100) Year Ago Month Ago Latest 


Consumer prices, goods and services 283.4 293.1 293.2 
Producer prices, finished goods 283.6 283.7 
Industrial production” i 136.9 137.3 
Retail-store sales” i 377.3 375.8 

133.2 133.3 


* Seasonally adjusted. 
tT Includes, besides the six series listed, production of trucks, bituminous coal and paperboard. 
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IF YOU OWN A COMMODORE COMPUTER, 
YOU KNOW IT CAN DO ALL THIS. 
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more versatile they can be with 
the addition of a Commodore 
VICMODEM. 

For around $100, the 
Commodore VICMODEM 
will turn your VIC 20 or 
Commodore 64 computer 
into a telecomputer. 

To make matters even better, 
Commodore includes a few little 
extras (such as a free hour's time 
on the two most popular telecom- 
puting services) that add up toa 
value of $197.50* A nice return on 


* U.S.A-PO. Box500, Conshohocken, PA 19428; Canada— 3370 Pharmacy Avenue, Agincourt, Ontario, Canada M1W2K4.* Certainoffers subject tochange 
CompuServe is a trademark of CompuServe, Inc. and H.&.R. Block Co. Dow Jones News/Retrieval Service is a registered trademark of 
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an investment of about $100. 

Most computer companies 
think it's reasonable to ask as 
much as $500 for a modem that'll 
give you telecomputing capabili- 
ties such as ours. 

However, with a VICMODEM 
priced at around $100, we think 
we're being a lot morereason- 
able. Don'tyouagree? 
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The Scirocco was not built for this 
country. It was made to be driven in 
Germany. 

And it is for this precise reason that 
you should be interested in it. 

Consider the following: There is no 
speed limit on Germany's autobahns. 

Think about that for a moment. 


Driving takes on a new 


Think about the level of engineering 
required to make a sports car that can 
respond precisely under such driving 
conditions. 

Now consider the fact that most other 
sports cars on the market today are 
created to perform in, shall we say, a 
less demanding world? 


It is this difference of standards that 
makes the Scirocco superior. 

Any test drive will prove it. 

When you get into a Scirocco, the first 
thing you notice is getting in. The seat is 
set low to the ground. 

Now, as you drive along, you'll notice 
the Scirocco’s linear response. 


perspective in a Scirocco. 


What that means is that the suspen- 
sion, braking, and steering systems com- 
municate with you directly. And they 
react predictably to your commands. 
As you accelerate down straightaways 
and track through turns, you feel that 
you are an integral part of the car. 

It's an exhilarating feeling. 


To enhance this performance, VW 
engineers recently broke new ground 
with techniques as simple as cutting 
grooves down the roof. Better aerody- 
namics lessen drag and enable the car 
to move faster. 

What's more, the Scirocco has maxi- 
mal glass space, making it easier to see 


everything around you. 
But that shouldn't come as a surprise. 
Like we said at the begin- 
ning, the Scirocco gives 
you a new viewpoint on 
driving l 


Nothing else is a Volkswagen 
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The Civil War 
Raging Inside 
Reagan's Camp 


The President’s backers have 
their long knives out— 
pointed not at Democrats but 
at rivals within GOP ranks. 


Republicans are growing so confident 
that Ronald Reagan will seek a second 
term that they already are squabbling 
over who will run his campaign. 

The infighting—between the conser- 
vatives who have marched arm in arm 
with Reagan for many years and the 
moderates who dominate his White 
House staff—is so intense that some 
GOP strategists fear it may undermine 
the President’s re-election chances. 

“The undertow is there and it’s go- 
ing to hurt the campaign,” says a top 
Reagan supporter. “The big question 
is: Can we bring all forces into harness 
to re-elect the President?” 

Conservatives were drawn into the 
fray by worries that White House Chief 
of Staff James Baker, a moderate and 
Reagan’s top political adviser, would 
try to deny them their traditional role 
at the helm of the Reagan campaign. 
Many Reaganites distrust Baker be- 
cause he headed the rival presidential- 
primary campaigns of George Bush in 
1980 and Gerald Ford in 1976. 

About the only thing that unites the 
Chief Executive’s backers these days is 
the belief that Reagan will indeed seek 
re-election. They were heartened by 
his remark on March 29 that a Presi- 
dent “can’t in four years carry through 
programs that may be necessary.” 

Says Lou Kitchin, a Southern strate- 
gist for Reagan’s 1980 campaign: “The 
people who are going to be involved feel 
strongly that he’s going to run again.” 

Presidential aides report that the 
First Lady, an influential figure in her 
husband’s campaigns, is no longer op- 
posed to a second term. 

“Itchy” for action. White House offi- 
cials are spreading word that the Presi- 
dent probably will announce his candi- 
dacy in September. At the same time, 
he is expected to set up his re-election 
organization and name his old friend 
Senator Paul Laxalt (R-Nev.) as chair- 
man. Laxalt was appointed general 
chairman of the Republican National 
Committee in January. 

Reagan supporters, however, are ea- 


“Jim, some of my longtime supporters were looking for you to discuss 


re-election strategy and your role in the campaign. ... Uh, Jim?” 


ger to get going. The White House has 
been receiving letters since January 
from loyalists volunteering to work in 
the campaign. Around the country, 
Reaganites have begun holding infor- 
mal meetings to discuss plans for 1984. 
“The earlier the better,” says Ernest 
Angelo, Reagan’s 1980 campaign chair- 
man in Texas, of a Reagan declaration 
of candidacy. “Our people started get- 
ting itchy last year. With spring here 
now, it is hard to hold them down.” 

A jab from Lyn. Such impatience has 
led to grumbling among Reagan’s sup- 
porters that White House Chief of Staff 
Baker plans to give the best campaign 
jobs to his friends, who are moderates 
identified with the candidacy of Vice 
President Bush. Lyn Nofziger, a veteran 
of Reagan campaigns dating back to 
1966, wrote a widely publicized letter 
last December telling conservatives 
that he feared the 1984 campaign would 
not be “run by Reaganites.” He also took 
ajab at Baker by saying the effort should 
be a “Reagan-Bush campaign, not a 
Bush-Reagan campaign.” 

Baker strongly denies any scheme to 
exclude conservatives, but he has 
fanned such suspicions by endorsing 
political consultant Stuart Spencer for 
the job of supervising day-to-day oper- 
ations at the re-election committee. Al- 
though Spencer worked for Reagan in 
the final months of the 1980 campaign, 
conservatives remember that he mas- 
terminded the Ford victory against 
Reagan in the 1976 primaries. 

Conservatives are pressing Laxalt to 
pick either Nofziger or Reagan pollster 
Richard Wirthlin to run the campaign. 

White House officials, meanwhile, 
are searching for a way to settle the 
matter. One idea under consideration 


is to appoint Drew Lewis, the former 
Transportation Secretary, to work with 
Spencer at the committee as a manag- 
er or director. Lewis, who headed Rea- 
gan’s 1980 campaign in Pennsylvania, 
is acceptable to both sides. 

In another move to quell the infight- 
ing, White House officials are beginning 
to promise campaign jobs to conserva- 
tives. Nofziger, for example, is men- 
tioned as a possible campaign press sec- 
retary. “The complaints are coming 
from people who want a piece of the 
action,” says a White House aide. “The 
pressure to hire these people will be 
irresistible.” 

Laxalt insists both sides will have a 
role in the campaign. “I don’t see the 
White House being excluded,” he says. 
“But by the same token, I don’t think 
even the people in the White House 
feel that they should be running the 
campaign. I tell them I’ve been dele- 
gated to call the shots, and they seem 
satisfied with that.” 

Trouble down below. Even if the 
dispute can be resolved at the top, offi- 
cials predict a lot of pushing and shov- 
ing in the state campaign committees. 
“In the states, if the re-elect committee 
picks a Bush guy to run the show in- 
stead of a Reaganite, you’re going to 
have a feud,” says a GOP strategist. 
“There’s no doubt about it.” In Texas, 
conservatives already are trying to oust 
GOP State Chairman Chet Upham, 
who is not a longtime Reaganite. 

Some Republicans worry that this 
kind of intramural eye gouging could 
sink the President if the re-election 
fight turns out to be as close as many 
people expect it to be. O 


By SARA FRITZ 
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‘My name’s Bob Welch. 
And |’malcoholic. 

| used to think you had - 
to be real old to be an alco- 
holic. Itdoesn’t matter 
how young or old you are, 
or what shape you’re in, 
alcoholism isadisease that 
can hit anyone who drinks. 
But at 23, I’m the one 
who got the disease. It 
could have killed me. l’ve 
learned how to live without 
alcohol, and I’ve learned 
how to live. Now | have 
something that nobody can | 
ever take away. And that’s — 
my sobriety. If | stay away 
from alcohol, I'll win!” 

Get help like Bob 
Welch got. 


Or write NCA, 733 Third Avenue, 
N.Y., N.Y 10017 


“Thaven't beenseen 
bysome of the 
nicest people... 


Retinitis Pigmentosa (RP), Usher’s Syndrome (deaf- 
blindness), and Macular Degeneration are all inherited 
diseases of the retina that have left hundreds of thousands 
of Americans without sight. 

The RP Foundation funds research to determine the 
cause, treatment and prevention of these disorders. 

Won't you please help? 

There’s an answer, if only you'll help find it. 


RP Foundation 


8331 Mindale Circle 
Baltimore, MD 21207 


Pro and Con 


Has Reagan Deserted Conservative Cause? 


YES—“Conservative issues get the 
rhetoric but not much action” 


Interview With 
Richard Viguerie 


Publisher of 
Conservative Digest 


PHOTOS BY WARREN K. LEFFLER—USN&WR 


Q Mr. Viguerie, why do you accuse President Reagan of 
breaking his commitments to conservatives? 

A My prime concern—and that of many conservatives— 
is that the President has moved toward the left in many 
areas when it is unnecessary to engage in give-and-take 
with the Democrats. He also has appointed far too many 
moderates and liberals to government posts. 

In fact, the vast majority of his appointments have been 
people with a moderate-to-liberal, big-business philosophy. 
They do not share his philosophy—at least the one he 
articulated so well in the 60s and ’70s. 

Q But hasn’t Reagan carried out his basic campaign promise 
to fight for reducing the power of government? 

A Unfortunately, no. One of his big 1980 campaign 
promises was to reduce government spending. But he has 
only reduced the growth of spending. He promised to cut 
taxes, but after that big tax cut of 1981 he has given us 
three tax increases and has proposed even more. 

The President is criticized a great deal for cutting nonde- 
fense spending, but such spending will have increased 
about 162 billion dollars between 1980 and 1984. 

Reagan simply has to propose deeper cuts in nondefense 
spending, but he has not done so. 

Q Why do you feel the President has abandoned the “new 
right” on social issues such as school prayer and abortion? 

A One of the President’s top aides said these issues were 
“peripheral to the kinds of things a national government 
should be concentrating on.” I wish Reagan had told us that 
when he was campaigning for President. 

If that is his feeling, fine. But there are millions of Ameri- 
cans who don’t accept it. They think a national administra- 
tion should be concerned with busing, prayer in school, 
abortion, hiring quotas and crime. 

Q Yet the President has made many proposals on these 
issues and spoken out for them. What more can he do? 

A The President does give good conservative speeches. 
But unfortunately, the programs and policies he has fought 
the hardest for seem to be liberal issues. 

For example, he really went to the mat on the bill to 
increase taxes last year. His people threatened some strong 
conservative Republicans in order to win that one in Con- 
gress. So he seems to fight the hardest for the nonconserva- 
tive issues, while the conservative issues get the rhetoric 
but not much in the way of action. 

Q What agenda do you want Reagan to follow? 

A Among other things, it includes cutting taxes, not bail- 
ing out bad loans that big banks have made, developing a 
strategy of winning the war with the Soviets, and dealing 
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NO—“Ronald Reagan has not abandoned 
his basic philosophy” 


Interview With 
Frank Fahrenkopf 


Chairman of the Republican 
National Committee 


Q Mr. Fahrenkopf, has Ronald Reagan deserted the conser- 
vative principles on which he campaigned for President in 1980? 

A No, not at all. This President has consistently fulfilled 
his commitment to conservatives throughout his first two 
years in office. 

More important, he has fulfilled his commitment to the 
public as a whole. 

Q. Was the President being conservative when he led a drive 
to raise taxes a year after he had cut them? 

A Well, consider what he faced when he came to office. 
He was looking at an economy heading for disaster. I don’t 
believe anyone, including the economists of both political 
parties, truly realized how deep the recession was going to 
be and how long it would last. 

The net result was that the President’s first priority was 
getting us out of huge economic problems. I disagree totally 
with the charge that the 100-billion-dollar tax bill of 1982 
was the largest increase in history. If you really analyze the 
increase, at least a third of it was merely an improved 
means to collect existing taxes. 

So I say this man deserves great credit for turning the 
economy around in such a short period. And he has done it 
while being true to conservative economic principles. 

Q Then why are so many conservatives angry at him? 

A First, I don’t think that those who are the most vocal 
represent the majority of true conservatives in this country. 
These critics didn’t support Ronald Reagan in the first 
place. They started out as avid supporters of Philip Crane 
and later transferred their allegiance to John Connally. It 
was only after Reagan became the nominee of our party 
that they got on board. So it’s wrong to say that “the 
conservatives” in the country are angry at the President. I 
don’t believe that’s the case. 

Also, I’m sure that even these critics wouldn’t dispute the 
fact that Reagan is a man of great integrity. He did not 
make false promises in an attempt to include them within a 
constituency that would elect him President. 

Q The President is accused of not following through on a 
promise as a conservative to cut spending by the federal 
government— 

A Again, that relates to our economic difficulties. About 
50 percent of the projected deficits that everyone is con- 
cerned about are a result of what has happened to the 
economy during the recession of the last two years. Then 
you can add the interest on the national debt. 

Solving these problems is not as easy as coming in and 
saying, “We’re going to balance the budget tomorrow.” 
I’m not sure that Reagan or anyone else knew back in 
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Interview With Mr. Viguerie (continued) 


with the drug problem and a very serious crime problem. 
We’d like to restore the moral fiber of our country, which 
seems to have dissipated greatly in the last 10 to 20 years. 

Q Why are you and your friends so critical of James Baker, 
the White House chief of staff? 

A First, Jim Baker is a very nice and competent fellow. 
But he has a view of politics and a view of America that 
differs from the views of the majority of citizens. 

That majority consists generally of right-of-center, popu- 
list, working-class Americans. Jim comes from the big-busi- 
ness, corporate-law-firm arena that is more concerned with 
the issues of corporate America and not with the concerns 
of average, working-class citizens. He comes from the cor- 
porate buddy system where the elite power structure oper- 
ates—everybody knows everybody else and they get along. 
But 99 percent of the American people aren’t represented 
by that 1 percent elite. 

Q What top administration officials do you regard as unrep- 
resentative of the country? 

A Start with Vice President George Bush, who philo- 
sophically and ideologically opposed Reagan in 1980. Sec- 
retary of State George Shultz is part of the elite, 
big-business establishment, as was Alexander Haig before 
him. Treasury Secretary Donald Regan is part of the same 
group, and he even supported liberal Democratic candi- 
dates in the 1970s. Most recently, the President made one 
of the worst appointments in naming Margaret Heckler, 
an active liberal feminist, as Secretary of Health and 
Human Services. 

Many of Reagan’s other advisers don’t even have any 
political views. They are pragmatists, people who go along 
with the pressure. And in Washington, the pressure is al- 
most always from the left. So when the President considers 
various options in making a decision on an issue, many 
times he is not even presented with the views he himself 
held in the 1980 campaign. 

Q You supported two other Republican candidates in 1980 
before Reagan, so what hold can you claim on him? 

A Actually, my concerns then about Ronald Reagan 
have been borne out. I was afraid that he would not be 
a strong conservative leader, that he would appoint mod- 
erates or liberals and would 


Interview With Mr. Fahrenkopf (continueg) 


1981 that he was inheriting an economy that was in such 
bad shape. 

Q. Has the President been true to conservatives on social 
issues—school prayer, banning abortion? 

A He has. Ronald Reagan has not abandoned his basic phi- 
losophy favoring school prayer and opposing abortion. He 
has indicated his support over and over. Again, he came to of- 
fice at a time of economic disaster and could hardly ignore 
that problem or avoid devoting most of his energy to it. He’s 
done what he could on the social issues, stressing his support 
for legislation. But a President can’t mandate those changes. 
You've got to get them through Congress. 

Q. Is the President being pushed to the center by Chief of Staff 
James Baker and other White House aides? 

A Absolutely not. Anyone whois familiar with Reagan and 
his decision-making process as governor of California knows 
that he wants advisers around him who give him varying 
views on issues, and then he makes the decisions. These crit- 
ics are woefully misinformed when they charge that because 
of Baker or others Reagan is a man without substance. What 
we are seeing is that some people, unhappy with some of the 
administration’s policies, feel they can’t take on the Presi- 
dent directly, so they need another target. Unfortunately, 
Jim Baker has borne the brunt of the attacks. 

Q Some conservatives protest that Reagan is appointing too 
many moderates— 

A From the viewpoint of those who have fought the 
conservative battle over the years, some appointments al- 
Ways cause concern. But these people come in with the 
clear understanding that they must be committed to the 
President’s programs. Besides, the President represents all 
the people of this country, not just one element. 

Q As national chairman, have you had many Republicans tell 
you: “This is not the man we thought we were electing”? 

A None. I’ve been in office for two months, and the only 
critical mail I’ve seen dealt with negative responses to fund- 
raising efforts because of the administration’s support for 
withholding the taxes on dividends and interest. 

I've told some of the so-called new-right leaders such as 
Richard Viguerie, Howard Phillips and Terry Dolan that we 
want to keep open our lines of communication. I’m happy to 
hear their views, and I’m sure the 


abandon many conservative 
principles. This is exactly what 
he has done. 

Q. Do you expect to support the 
President for re-election? 

A Well, I frankly don’t think 
he will run. And if he continues 
these significant moves to the 
left, I would think some young, 
more vigorous conservative 
might run. But if Reagan runs 
aud is nominated by the Republi- 
cans, I would expect to support 
hin and work hard for him 
against a likely liberal Democrat. 

Q Has this country ever had the 
kind of populist conservative Presi- 
dent you favor? 

A We haven't had one for over 
50 years. Some run on that sort of 
platform, but after they become 
President, for some reason they 
move to the left. I’m thinking of 
Richard Nixon and Ronald Rea- 
gan, among others. O 
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President Reagan at a meeting of conservatives. Re- 
publicans dispute whether he is leaning too far to left. 


President would be, too. 

I’ve also told them not to ex- 
pect the President to get up ev- 
ery morning at 7 o'clock to get 
his marching orders from them. 

Q. Do you think the conservatives 
will wind up supporting Reagan for 
re-election? 

A [hope so, and I’ve seen some 
healthy signs already. 

Q Considering the shifts he has 
made, would Reagan and the Demo- 
cratic nominee offer voters in 1984 
the clear choice they had in 1980? 

A Certainly. The Democratic 
candidate is surely not going to 
be a conservative. Voters will be 
offered a choice between a Presi- 
dent who is doing everything in 
his power to stop the growth of 
federal spending and get the 
economy on a sound footing and 
a Democrat with the same old 
program of tax, tax, tax, spend, 
spend, spend. O 
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Growing fast in numbers, 
blacks demand more say on 
policy and candidates—right 
up to the Presidency. 


Chicago’s bitterly fought April 12 
election for mayor focused fresh atten- 
tion on the increasing power and rising 
discontent of blacks in U.S. politics. 

The nomination of black Representa- 
tive Harold Washington as the Demo- 
cratic candidate over the fierce opposi- 
tion of Chicago’s once invulnerable 
machine marked only the latest instance 
of nonwhite voters making waves in 
major U.S. cities and all across the South. 

Encouraged by their newfound abili- 
ty in Chicago and elsewhere to turn 
out voters in massive numbers, black 
leaders are putting both major parties 
on notice that they no longer will be 
satisfied with promises of more social 
programs and appointments to second- 
ary government posts. 


Black Share 


In States Copuion 
Mississippi 31.0% 
South Carolina 27.3% 
Louisiana 26.6% 
Georgia 24.3% 
Alabama 22.9% 
Maryland 20.8% 
North Carolina 20.3% 
Virginia 17.5% 
Delaware 14.2% 
Tennessee 14.2% 
U.S. average 10.5% 
In Cities 

Washington, D.C. 65.8% 
Atlanta 60.6% 
Detroit 58.3% 
Newark 55.1% 
Birmingham 50.6% 
Baltimore 50.4% 
New Orleans 48.9% 
Oakland 42.5% 
Memphis 42.0% 
Cleveland 41.1% 


Note: Figures are for 1980. 
USN&WA—Basic data: U.S. Dept. of Commerce 


What they demand 
now are a louder voice in 
forming national policies 
and serious consideration 
as candidates for public 
offices up to and includ- 
ing the White House. 
Groups of prominent 
blacks, in fact, already are 
meeting around the coun- 
try to test the feasibility of 
a black’s running for Pres- 
ident in 1984 as a means 
of attracting attention to 
the needs of minorities. 

“We want to sit at the 
seat of powersand we ex- 
pect full participation,” 
asserts Mickey Leland, a 
black Democratic con- 
gressman from Texas. 

The source of this rising political con- 
fidence lies in the growing share of black 
voters in the nation’s big cities and 
throughout the South, as well as in the 

appeal of a few black officeholders in 

communities that are heavily white. 

Washington’s candidacy in Chica- 
go is just one example of important 
local elections in which blacks are 
running this year. In Philadelphia, a 
black Democrat, W. Wilson Goode, 
is the primary favorite in the May 
17 mayor’s race against former May- 
or Frank Rizzo, a white. Other 
blacks running for mayor include 
Mel King in Boston and Wellington 
Webb in Denver, a city that is only 
12 percent black. 

Blacks already serve as mayors in 
222 cities—among them such key 
urban centers as Los Angeles, De- 
troit, Washington, Newark, Oak- 
land, Atlanta, New Orleans, Bir- 
mingham and Richmond. 

In white cities, too. The list of 
black mayors is not limited to cities 
where blacks make up a majority or 
even a solid voting bloc. Black May- 
or James Chase of Spokane, Wash., a 
city only 1.6 percent black, is de- 
scribed by a white resident as a 
“statesman and diplomat, someone 
who brings dignity to the office.” 
Abilene, Kans., where blacks num- 
ber less than 1 percent, is led by 
black Mayor Elvin Bailey. 

Yet, many elected black officials 
complain that they are under con- 
stant pressure to keep proving 
themselves and are held to higher 
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Jesse Jackson, a potential black candidate for the White 
House, gets backing at Anderson, Ind. 


standards than whites. “Whites can 
elect scoundrels over and over, but 
we're expected to be pure,” declares a 
veteran black civil-rights leader. 

Says Thirman Milner, the black may- 
or of Hartford, Conn.: “I find myself in 
a fishbowl. People are waiting until I 
make my first big mistake.” 

For all their growing strength in big 
cities, it is the South—where more 
than half the nation’s 28 million blacks 
live—that forms the base of surging 
black political power. 

Half of the more than 5,000 elected 
black officials hold offices in 11 South- 
ern states. Nearly two thirds of the 86 
congressional districts in which blacks 
make up 20 percent or more of the 
electorate are in Dixie. 

Utilizing their Southern strength, 
plus powerful voting blocs in metropol- 
itan areas elsewhere, activists hope to 
send about 800 blacks to the 3,923-seat 
Democratic convention in 1984 and 
perhaps hold the balance of power in 
selecting a presidential nominee. They 
also are warning both political parties 
that black voters could hold the margin 
of victory in 14 of 19 tossup states ex- 
pected to determine who occupies the 
White House. 

Concludes a study made by the Joint 
Center for Political Studies: “Blacks 
are in a very strong position to exert 
leverage over the nomination of the 
Democratic candidate and the election 
of that candidate.” 

In the past, black voters have been 
criticized by their own leaders for apa- 
thy at election time, In the 1980 presi- 
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dential election, for example, only 50.5 
percent of registered black voters went 
to the polls, compared with 60.9 per- 
cent of white registrants. 

But, in response to an intensive reg- 
istration drive by several civil-rights or- 
ganizations, black turnout in last fall’s 
congressional elections shot up by as 
much as 6 percent as an estimated 1.5 
million joined the voter rolls. Demo- 
cratic candidates got a big boost in sev- 
eral major races by what amounted to 
a black protest against President Rea- 
gan’s economic policies. 

Then came Harold Washington’s sur- 
prise triumph in the Chicago Demo- 
cratic primary as two white opponents, 
including incumbent Mayor Jane 
Byrne, split the Chicago machine’s po- 
litical stranglehold. Black registration 
hit a record 75 percent, and 69 percent 
went to the polls. Says a black voting 
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~ ‘Tom Bradley 
Los Angeles 


Andrew Young 
Atlanta 


How Black Mayors — 
Measure Up 


Several of the nation’s major cities 
are now led by black mayors. An as- 
sessment by whites and blacks of 
how well some have performed— 


Andrew Young of Atlanta, 51 

The former United Nations Am- 
bassador draws both praise and criti- 
cism for his foreign and domestic 
travels to promote the city. 

Young has won the support of At- 
lanta’s business leaders and is rated 
a skilled conciliator. 

Tom Bradley of Los Angeles, 65 
_ Although he lost the race for gov- 
ernor last fall, he is counted as the 
state’s most influential Democrat 
and another bid for governor is seen 
likely in 1986. 

Bradley has solid support from 
business. Although black activists 
have been among his most vocal 
critics, racial calm has prevailed. 

Coleman Young of Detroit, 64 

Most business leaders admire 
Young’s efforts to rescue a city with 
serious problems. Lingering wor- 
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analyst: “That was a phenomenal turn- 
out, especially for a primary.” 

The 1980 U.S. census lists some 17 
million blacks of voting age, represent- 
ing 10.5 percent of the electorate, but 
only 11 million are registered. Gracia 
Hillman, director of Operation Big 
Vote, says the 1984 target is to register 
the missing 6 million. 

Rising force. Hispanics are also flex- 
ing their political muscle in promoting 
a voter-registration drive called His- 
panic Force °84. 

The effort centers in the Southwest, 
notably California and Texas, where 
Hispanics comprise about 20 percent 
of the population. One goal is to stretch 
Hispanic influence beyond traditional 
issues such as immigration and bilin- 
gual education. 

Says one Hispanic leader of the mes- 
sage they are sending to the Democrat- 


Detroit Washington 


ries: Flight of whites to the suburbs 
and a shrinking tax base. 

Young’s combative nature makes 
some enemies, but he works well 
with white leaders of both parties. 

Ernest Morial of New Orleans, 53 

A fiscal conservative, Morial is 
given high marks for administrative 
abilities and for his appointments, 
which include a number of women. 

His office has had friction with 
the Police Department, and even 
his admirers say his prickly person- 
ality can be a problem. 

Kenneth Gibson of Newark, 50 

Last year, Gibson won a fourth 
term as well as acquittal on charges of 
conspiracy and official misconduct. 

He is proudest of establishing 
neighborhood health-care centers. 
Despite help from local businesses, 
finding the funds to halt decay of 
the city is a continuing dilemma. 

Marion Barry of Washington, 47 

A onetime street activist, Barry 
made a successful transition from 
blue jeans to three-piece suits. 

Business was skeptical of him but 
is now more receptive. He is credit- 
ed with making a start on overhaul- 
ing chaotic municipal finances. 


ic Party: “Hispanics want to make a 
public statement. We’re here.” 

This flurry of activity by minorities is 
not lost on the white leaders of both 
parties. Charles Manatt, Democratic 
national chairman, says his party will 
be a big gainer in the registration 
drives, and he encourages black candi- 
dates for all offices “because they can 
compete as well as whites.” Manatt 
claims he is not worried about the dan- 
ger of divisiveness stemming from a 
black candidate for President because 
he is confident all Democrats will even- 
tually unify in the general election. 

Republican National Chairman 
Frank Fahrenkopf, mindful that Rea- 
gan got only about 10 percent of the 
black vote in 1980, admits there could 
be trouble for the GOP if more blacks 
register and vote in a solid Democratic 
bloc. But he adds: “We’ve got to impress 
on them that it isn’t in their best interest 
to sell their souls to the Democratic 
Party. What have they gotten for it?” 

Black leaders are split by talk of run- 
ning a black presidential candidate in 
next year’s Democratic primaries. 

The Rev. Jesse Jackson, director of 
the black-improvement group Opera- 
tion PUSH, is the most outspoken in 
favor of a black candidacy and is seen 
as a top contender. He has already vis- 
ited Iowa, site of the first party caucus- 
es next February 27, and has made 
contacts in other parts of the country. 

“We are going to the White House,” 
declares Jackson. “We are going to 
make the journey from the guttermost 
to the uppermost, from the slave ship 
to the championship.” 

Says Walter Fauntroy, nonvoting del- 
egate to Congress from the District of 
Columbia and also mentioned as a black 
presidential candidate: “We’re through 
with symbolism. Blacks do not want to 
be taken for granted any more.” 

Opponents of the strategy include 
Mayor Andrew Young of Atlanta, a for- 
mer congressman and ex-Ambassador to 
the United Nations. He insists he is not 
interested in being a candidate himself. 
An aide says Young worries that a mass 
defection of blacks could cost friendly 
Democrats the White House next year. 

Other key blacks complain privately 
that the potential candidates may be 
more interested in what one leader 
calls “press relations and ego trips than 
a substantive candidacy.” 

Whether or not a black decides to 
run for President, it is clear that the 
rapidly rising number of nonwhite 
Americans feel ready to unleash a pow- 
erful new force in U.S. politics that 
goes far beyond the 1984 elections. 0 


By JOHN W. MASHEK with JEANNYE THORNTON 
and the magazine’s domestic bureaus 
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Annual Percentage Rate 


Last year, Ford and Lincoln- 
Mercury products achieved the highest 
quality rating of any major American car 
or truck maker* 


Simple logic leads to the conclu- 
sion that the best way to measure the 
quality of anybody's 9.9% annual per- 
centage rate program is to measure 
the quality of their cars and trucks. 


Get 9.9% financing on new 
Ford and Lincoln-Mercury 
small cars. 


That includes popular Escort and 
Lynx and sporty two-seat LN7 and EXP. 
Superior technology and ride quality 
have made these among Americas 
favorite small cars. 


Get 9.9% financing on tough 
Ford Ranger. 


When you purchase any new 
Ranger built after December 1, 1982, you 
get the 9.9% annual percentage rate. 


And that’s just the 
beginning. 

As an incentive to buyers who want 
and need larger cars and trucks, Ford 
and Lincoln-Mercury are sponsoring spe- 
cial annual percentage rates that can save 
you hundreds of dollars over the period 
you finance your purchase. 


If you finance for 12 to 36 months;** 
you'll get an 11.9% annual percentage 
rate on any new LTD, Marquis, Mustang, 
Capri and such fine luxury cars as Mark VI, 
Lincoln Town Car and Continental. 


If you finance for 48 months, you'll 
get an annual percentage rate of 12.9% ** 


Great deals 
for truck buyers, too. 


The same annual percentage rates 
of 11.9% for 12 to 36 month contracts 
and 12.9% for 48 month contracts apply 
to new light conventional trucks (exclud- 
ing 6.9 diesels), to new Rangers built 
before December 1, 1982, and to new 
Broncos and the all-new Bronco II. 


The cash alternative. 


If you're a cash buyer, you will 
receive a check for $300 direct from 
Ford when you purchase any new Escort, 
Lynx, Mustang, Capri, LN7 or EXP. 


Some fine print. 


You must order your new Ford or 
Lincoln-Mercury vehicle from a par- 
ticipating dealer before April 30, 1983. 
Or take delivery of a new car or truck 
from stock by May 31, 1983. There is a 
limit of one per qualified retail buyer 
and dealer contribution may affect cus- 
tomer savings. See your authorized 
dealer for details. 


* Based on a comparison of three major U.S. auto 
makers by an independent research firm of 11,000 
new car and light truck owners. Study was based on 
things gone wrong three months after purchase on 
1982 model cars and trucks. 


** Example of a typical contract with a total cash 
price of $10,000 with a $2,000 down payment. Your 
monthly payment would be $265.33 for 36 months at 
11.9% A.PR. or $214.22 for 48 months at 12.9% A.PR. 
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The air in this room must be 


1,000 times cleaner than that 
in an operating room. 


What kind of work de- 
mands such an immaculate 
environment? 

The development of spe- 
cialized, highly sophisticated 
microchips—done here at 
the Advanced Technology 
Center in Shelton, Connecti- 
cut, by engineers from ITT. 

A microchip is, in essence, 
a tiny electronic brain, etched 
into a piece of silicon half the 


size of a fingernail. 

The circuits on this kind 
of chip are so fine (a fraction 
as thick as a human hair) that 
a single speck of dust can 
damage a chip beyond repair. 

At Shelton, the microchips 
made with such care and pre- 
cision are prototype models, 
being tested for future use in 
ITT telecommunications sys- 
tems and other applications. 


Eventually, this research 
will produce new, more ad- 
vanced ways for people to 
communicate with each other. 

Helping people communi- 
cate has always been one of 
the main ways we've helped 
people. 

And that was long before 
we started coming up with 
some of our best ideas in 
Shelton. 


The best ideas are the TTT 
ideas that help people. 


© 1983 International Telephone and Telegraph Corporation, 320 Park Avenue, New York, N.Y 10022. 
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Advocates of various causes intermingle near a gate at 1600 Pennsylvania Avenue. 


White House Sidewalk: Mecca 
For America’s Protesters 


| pita ee FOES, feminists, farmers, 
nuclear-freeze advocates and war 
veterans may share little common 
ground on the issues. But when it comes 
to demonstrating, they often occupy the 
same turf—in front of the White House. 

The sidewalk outside the northwest 
gate of the Executive Mansion is a mag- 
net for protesters of every stripe. They 
are drawn not only by the symbolism of 
the place but also by the presence of 
network-television cameras nearby. 

It is the closest America comes to 
having a forum like “speakers’ corner” 
in London’s Hyde Park, where listen- 
ers gather to hear impromptu oratory. 

Among recent protesters were hun- 
dreds of sign-waving federal employes 
angrily opposed to requiring future 
government workers to join the Social 
Security system. At the same time, in 


memorializes hi 


ee 


pee 


s friend Norman Mayer, who 
: . Le ‘ze pa 


Lafayette Square across Pennsylvania 
Avenue from the White House, anti- 
poverty demonstrators put up tents as 
part of a “Reaganville” to dramatize 
the President’s cuts in social programs. 

Most people picket for only a short 
while. But the White House fence also 
attracts a handful of vagrants, eccen- 
trics and diehard protesters who picket 
and hand out leaflets to tourists day in 
and day out for months or even years. 
One who was a regular for a time was 
Norman Mayer, the man shot to death 
by police December 8 when he drove 
his truck up to the Washington Monu- 
ment and threatened to blow it up as a 
protest against nuclear arms. 

Explains a White House security offi- 
cial: “People who are frustrated and 
can’t get satisfaction anywhere else 
eventually come here.” O 


TREATED FAIRLY! 
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High-profile setting makes an ideal 
spot for a public appeal. 


Secret Service agents capture man who 
scaled the fence to attract attention. 


Edward Saffron has been demonstrating 
at the White House fence for 14 years. 
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A few words spring immediately to mind when 
first you see and drive Thunderbird for 1983. enemy. It makes the air a friend. 


AERODYNAMIC BALANCED 
_ From the slope of its hood, to the flip of its tail, Thunderbird is a magnificent balance of form 
: is obviously aerody- 


to function. Because mere visual 
j a beauty is not enough. 

% lf So Thunderbird responds to 

ON speed, steering and braking | 
on _ commands as if it were an exten- | 

sion of a driver's body. From 


So Thunderbird does more than defeat an old 


Get it together—Buckle up. 


Poss Thundtnbad 


lit Mane itnight. 


PERSONAL TRUE THUNDERBIRD 

Thunderbird is one of the most personally grat- Outside, inside and underneath, the new 
ifying cars you'll ever experience. The contoured Thunderbird has been designed to give you 
seats can be power-controlled six separate ways\ every tool for road command. In a phrase, it's a 
to put your body in precise, comfortable align- pleasure to drive. In a word, it's Thunderbird. 
ment to the driving controls. Electronic instru- z is 


ase. —————— oamennd 


ments abound. The stereo automatically searches ~\ seeeneens 


out and locks onto station signals. Side view \ e 
mirrors respond to electrical signals you send =.“ —— — 
from a command pod between the seats. And ex- {= _ 
cept for the optional power seats, the Thunderbird a“ 
Heritage model is complete with all this equip- 
ment at no extra charge. 

Also available are an electronically fuel- 
injected 5.0 liter V-8, automatic overdrive and 
Tripminder® computer. 


HAVE YOU DRIVEN A FORD...LATELY? 


Photo Report 


Telling It Like it Was 
About the Cowboy 


The nostalgic image of the 
frontier West is more 
folklore than reality—as a 
traveling art exhibit shows. 


Was the cowboy as noble and roman- 
tic as the world thinks? 

No, says the Library of Congress, 
which to demonstrate the point is 
sending a show, “The American Cow- 
boy,” around the country. It opened in 
Washington, D.C., in late March. 


Debunking old myths about one of 


this nation’s most durable folk heroes, 
the show puts to rest what the library’s 
experts say are many misconceptions. 

“For one thing,” observes Ingrid 
Maar, library curator of exhibitions, 
“most cowboys were black or Mexican 
American, not white as they were 
made out to be. Also, herding cattle 
was a boring, dirty and not very re- 
warding life. They ate bad food, didn’t 
get paid much and there was no future 
in it. Most of them did it for only 10 
years at the most.” 

When the public began to take no- 
tice of cowboys in the late 1800s, they 
were often portrayed as criminals and 
troublemakers. One old picture in the 
exhibition shows a cowboy rudely pull- 


ing a dance-company manager off the 
stage with a lasso. 

Then artists such as Frederic Reming- 
ton and Charles M. Russell—whose 
works are centerpieces of the show— 
romanticized the cowboy as the essence 
of sturdy manhood. Novels such as The 
Virginian amplified the theme after the 
turn of the century. The myth of the all- 
conquering cowboy expanded world- 
wide in movies, popularized by stars 
from Dustin Farnum to John Wayne. 

“Cowboys were heroes in their own 
hard-working, unassuming way,” says 
Maar, “but their real lives to this day 
have little to do with the 
fiction created around 
them. This show separates 
fact from fiction.” 

The show will continue 
at the Library of Congress 
through October 2. It then 
will appear at the Univer- 
sity of Texas Institute of 
Texan Cultures in San An- 
tonio starting December 
1; the Denver Museum of 
Art beginning March 7 
1984; the Glenbow Muse- 
um in Calgary, Alta., starting June 5, 
1984, and the San Jose Museum of Art 
from Sept. 3 to Oct. 26, 1984. O 


WARREN K. LEFFLER—USN&WA 


Vivid action and detail characterize paintings like “The Broken Rope” by Charles M. 
Russell, an artist-cowboy who portrayed realistic scenes. 
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LIBRARY OF CONGRESS PHOTOS 


Dinner at Colorado camp in 1887. Range 
hands wore plain clothes, carried no guns. 


, Exhibit symbol from 1903 book The Log of a Cowboy. 


Turn-of-century depiction of cowboy as 
hero that appeared in popular magazines. 
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The rough-and-tough-cowboy image was used in the early 1900s to advertise a 
variety of products, ranging from prunes and meat products to boots and thread. 


In 1914, the first of thousands 
of Western movies came out of 
Hollywood. Early films showed 
that many cowboys were black, 
contrary to public perception. 


President and Mrs. Reagan are 


BILL PICKET given a bandanna, inset, used as 


: , a 1904 campaign symbol by 


"THE BULI: DO 2 Theodore Roosevelt, a cowboy 
pee pron sre before becoming President. 


THRILLS! LAUGHS TC 


Cartoon of “Rough Rider” Roosevelt. Cap- 
tion: “Teddy to the rescue of Republicanism!” 
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Announcing 
the fastest 
door-to-door 
delivery service 
to and from Europe. 


Emery First Class 
International Service. 


No matter what the value, size, or weight of your air shipments, 
Emery provides the fastest regularly scheduled door-to-door service 
available between most U.S. and major European cities. To most cities, 
we can deliver door-to-door in as little as 48 hours. From New York, 
we can deliver as quickly as overnight to major European cities. That 
includes everything from letters to packages to heavy cargo. 

Emery offers you a total range of services from customs clearance 
to notifying your customer of the time of delivery, all for one basic price. 
For just a little more, you can even get proof-of-delivery and full 
documentation. 

So the next time you want the fastest scheduled door-to-door ser’ 
vice to most of Europe, ask for Emery First Class International Service. 

Call your local Emery office for details. 


 — ‘Send foryour free Emery — 


| First Class International Service | 
| Shipping Kit today. a 
| Mail coupon to: 
Emery 
= | PO. Box 4036, Woburn, MA 01888 
& Name 
3 | : (Last) (First) (Middle Initial) 
5 Title 
3 | Company 
e Address | 
2 paid Sacer ympieee 


Time after time, 
no one delivers like Emery. 


Mot ~9=Capitol Hill Issues 


Conservatives, backed by the Reagan administra- 
tion, are pressing their strongest effort yet to make 
so-called workfare programs mandatory for all able- 
bodied food-stamp recipients. 

Currently, states have the option of establishing 
programs to require such persons to perform commu- 
nity-service work in exchange for food stamps. 

According to Senator Jesse Helms (R-N.C.), a lead- 
ing advocate of workfare, 14 communities in 12 states 
have successful pilot programs that employ stamp 
recipients as teachers’ aides, recreational assistants, 
clerical help and maintenance workers. 

Under legislation offered in the Senate, workfare 
participants would have to work up to 30 hours a 
week. They would receive no cash payments. 

Proponents contend the requirement would help 
stamp beneficiaries gain self-respect and encourage 
many to leave welfare to seek private jobs. It also would 
save taxpayers millions of dollars by discouraging ma- 
lingerers from joining or remaining in the 10.9-billion- 
dollar-a-year program, they argue. The program, 
which has almost quadrupled in cost in 10 years, is 
widely criticized for abuse and inefficiency. 

Opponents, including civil-rights and legal-aid 
groups, argue that jobs available to stamp beneficiaries 
are menial and offer no hope of advancement. 

Critics also say that such programs nearly always 
cost more than they save and that administrators are 
tempted to use work requirements as an excuse to 
push people off food-stamp rolls regardless of need. 

Supporters expect Senate approval this year. In 
April, a House subcommittee will travel to San Diego 
to study that city’s pilot program. Still, backers face 
an uphill fight in the House, which now favors state 
option for the program. 
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Conservation Corps 
For Jobless Youths 


Momentum is building in Congress for a proposal to 
hire some 100,000 unemployed youths to spruce up 
the nation’s parks and forests. 

The bill, which cleared the House by a wide margin 
on March 1, would establish an American conserva- 
tion corps to provide year-round jobs for unemployed 
persons age 16 to 25 and summer jobs for youths 15 to 
21 who are still in school. 

Modeled after the Civilian Conservation Corps— 
which aided 3 million persons during the Great De- 
pression—the program would cost taxpayers about 300 
million dollars a year. Participants would receive at 
least the federal minimum wage, now $3.35 an hour. 

Opponents contend the new corps would take too 
long to set up, would be too expensive and would 
teach skills that are unusable in most private jobs. 
Also, critics argue, the proposal duplicates existing 
programs to aid disadvantaged youths. 

Supporters counter that the program is urgently 
needed because unemployment—currently 10.3 per- 
cent—is expected to remain relatively high for many 
months and young people will be the last to find jobs. In 
March, the jobless rate reached 23.5 percent for all 
teenagers and 43.5 percent for black teenagers. 

Backers of the new corps include the Sierra Club, 
AFL-CIO, National Urban League and U.S. Confer- 
ence of Mayors. 

Observers predict the Senate will pass the legisla- 
tion, perhaps by summer, but in substantially differ- 
ent form from the House version. Changes are likely 
to include steps to tighten eligibility requirements 
and lower the total cost. 

Still uncertain is whether President Reagan would 
sign the measure. Although Reagan has said he op- 
poses any make-work legislation, the bill’s backers 
believe they can win his support. 


With home foreclosures at a 30-year high, Congress 
is seeking a way to protect victims of the recession 
from losing their dwellings because of inability to make 
mortgage payments. 

Democrats are leading the drive—despite opposition 
from the Reagan administration—for a bill that would 
provide emergency aid to 98,000 of the estimated 
230,000 homeowners who have defaulted on mort- 
gages up to $90,000. 

To be eligible, a homeowner would have to fall three 
months behind in mortgage payments or be advised by 
the lender that foreclosure proceedings will be started. 
The relief program, to be run by the Department of 
Housing and Urban Development, would be available 
only in areas where delinquent mortgages exceed 1.3 
percent of all mortgage loans for three or more months. 

Supporters—which include labor unions—argue that 
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the plan’s estimated 760-million-dollar cost would be 
modest in light of the plight of many homeowners 
whose incomes have been cut off or reduced. 

Opponents contend, however, that its rules are too 
complex to be implemented before the recession ends 
and that, in any event, the program would reach only a 
small segment of jobless homeowners who need help. 

Administration officials claim the bill would result in 
less forbearance by lenders and cause even more mort- 
gage foreclosures. Better assistance could be provided, 
say the critics, by encouraging lenders to follow their 
traditional practice of letting delinquent borrowers 
postpone or pay off their debts in small amounts. 

The House is expected to pass the bill this spring. In 
the more skeptical, Republican-controlled Senate, the 
outlook could brighten if the mortgage-default rate 
increases later this year. 
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To get a better under- 
Standing of the news, you 
need a better understand- 
ing of what’s behind the 
news. /nside Story is the TV 
program that actually exam- 

ines news coverage for you. 
We cover the coverage. Each: week dncibee 
Inside Story features a major news story and 
looks at how the press treated the topic. Made 
possible by a grant from GE, /nside Story helps 
you fully understand the workings of the 
American press. 

Bringing you this unique coverage 

is anchorman Hodding Carter. 
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editor, Hodding Carter's ex- 
perience gives him the criti- 
cal eye to keep an eye on 
the press. 

And, as assistant sec- 
retary of state during the Ira- 
nian hostage crisis, Carter 
has seen the news from a 
special viewpoint. He really 
knows how the press deals 
with major stories. 

And knows how to tell you all about it. 

If you want the complete story be- 

hind the story, check your local TV list- 
ings. And get the “Inside Story.” 

Each week on PBS. 
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NEWS You Can Use. 


IN YOUR PERSONAL PLANNING 


2300 N Street, N.W. 
Washington, D.C. 20037 


If you are stopped by the police--even for only a traffic violation-- 
knowing how to handle yourself can make a big difference. 


BRUSHES WITH THE LAW. If you behave properly, you could get off with a 
warning or possibly--if you're in the right--an apology. But rude or 
thoughtless behavior can land you in court or in jail, warn legal experts at 
the Catholic University of America in Washington, D.C. Their Suggestions: 

When you are stopped. After signaling a motorist to pull over, an officer 
will ask for the driver's license and auto registration, explain the charge and 
issue the citation. Most officers will give the driver a chance to explain, as 
long as he or she remains calm. Be polite and don't argue. The whole process 
takes about 10 minutes. 

Stay in the car. Unless the officer or a local ordinance dictates 
otherwise, remain in the car. Keep both hands on the steering wheel. Avoid 
quick movements that could give the impression you are reaching for a weapon. 

An unmarked car. If stopped by an unmarked car at night, a driver-- 
particularly a woman--may be very reluctant to get out of the car. In such a 
case, lower the car window only enough to ask the officer for identification. 
If none is produced or if it seems questionable, tell the officer that you want 
to drive to the nearest police station. Then do so in an orderly fashion. 

Taken to the station. Some incidents can cause the officer to take you to 
the station. Among them: Arguing with the officer, being charged with driving 
under the influence of drugs or alcohol, driving with a suspended or revoked 
license or being involved in a serious accident. Once you are at the station, 
the officer must explain your legal rights--including the right to contact an 
attorney--before conducting a further investigation. 


RADIATION TESTS. Veterans who participated in open-air atomic tests 
during the cold-war era will be given free treatment for any illnesses that may 
have resulted from exposure to radiation, the Veterans Administration has 
announced. Between 250,000 and 500,000 military personnel took part in the 
tests between 1945 and 1962. Until the policy change, only veterans suffering 
from cancer or thyroid disorders received free treatment for radiation 
exposure. Under the new guidelines, VA medical facilities will treat for all 
ailments except those known to have causes other than radiation exposure. 


AUTO DEFECT. What can you do if you read that your car may have a 
potentially dangerous defect? For example: The 2.7 million to 5.3 million 
General Motors cars that the National Highway Traffic Safety Administration 
says may have faulty rear-axle shafts. The NHTSA has issued an "initial 

(over) 
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NEWS You Can Use [continued] 


determination" that the problem may exist in these 1978-80 models: Chevrolet 
Malibu, Monte Carlo and El Camino; Pontiac Le Mans and Grand Prix; Oldsmobile 
Cutlass and Cutlass Supreme ; Buick Century and Regal, and GMC Caballero. But 
before the manufacturer can be required to take corrective action, there must 
be a public hearing, now scheduled for May 4. Don't expect dealers to be 
overly helpful until action is ordered, but Department of Transportation 
experts Say any competent mechanic can put your car on a lift and check for 
telltale looseness in the rear axle. Expect to pay for this yourself, however, 
unless you're willing to wait until a decision is made for a recall order. 


"GOLD" CARDS. Consumers thinking about applying for one of the premium-- 
or "gold"--credit cards now being offered should consider whether the extra 
benefits are worth the additional cost, Says the Bankcard Holders of America. 
Gold-card benefits include a line of credit of $5,000 or more and the ability 
to get as much as $1,000 in cash advances. But the gold cards are more 
expensive than regular ones. An American Express gold card costs $50 per year, 
compared with $35 per year for the green card. At least one bank's premium 
Visa card costs $36 a year, three times the cost of its regular Visa card. 


LAWN MOWERS. When your lawn mower runs out of gas, wait a few minutes 
until the engine cools before refueling, advises the Insurance Information 
Institute. The hotter the engine, the greater the danger that adding gasoline 
could cause a fire or an explosion. 


CAFFEINE AND HEART TROUBLE. People who get heart palpitations after 
drinking coffee probably should give up all beverages that contain caffeine, 
recommends a study in the "New England Journal of Medicine." The palpitations 
are uSually harmless, but when they follow coffee drinking, they can lead to 
ventricular tachycardia--extremely rapid heartbeats that sometimes can cause 
cardiac arrest and death. The palpitations are caused by caffeine, and anybody 
Susceptible to them should give up not only coffee but also other beverages 


containing caffeine--including tea, cocoa ana many soft drinks. 


HOUSEHOLD PESTS. With the arrival of milder weather comes a resurgence of 
household pests--roaches, mice, fleas, termites and so on. To help homeowners 
deal with these problems, the National Pest Control Association publishes four 
brochures--"The Uninvited Guests: Household Pests and How to Get Rid of Them," 
"Termite: Invisible Pest with Ravenous Appetite," "Buying or Selling a Home?" 
and "How to Select and Use Pest Control Services." For one or more, send 50 


cents to: Pest Control, P.O. Box 706, Dunn Loring, Va. 22027. 


SOCIAL SECURITY. Although the Social Security payroll-tax rate for both 
workers and their employers is scheduled to increase from 6.7 percent to 7 
percent in 1984, the workers are getting a break--temporarily at least. The 
deduction from workers! wages will stay at 6.7 percent for that year. The 
difference between 6.7 percent and 7 percent will be paid by the Treasury 
Department out of general revenues. Employers must pay the full 7 percent. 
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The best how-to book 
in the business. 


How to find a buyer. How to find a seller. Every Now in many metropolitan areas there's a companion 


working day business people find out how- how-to-book: the new Business to Business 
to in the Bell System Yellow Pages. It's the #1 Bell System Yellow Pages. Its features: all the 
How-to-Run-a-Successful-Business book* businesses other businesses need. 


‘Get the Yellow Pages talking. Let your fingers do the walking. 


jf eg 


*Burke Market Research 
Survey of 5,000 
businesses, April, 1980. 


© Philip Morris Inc. 1983 


6 mg *‘tar,’ 0.6 mg nicotine av. per cigarette, by FTC method. 


Warning: The Surgeon General Has Determined 
That Cigarette Smoking Is Dangerous to Your Health. 


ate 
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The Dduxe 0 


Only 6 mg, yet rich enough to be called deluxe. 
Regular and Menthol. 


LET E-COM “SIGN, SEAL, AND 
DELIVER” YOUR MAIL FOR LESS 
THAN YOU'RE SPENDING NOW. 


There’s a better way to send out com- riers and your Post Office. Here’s how it 
puter-originated mail. The Postal Service’s works. Once your system is set up for E-COM 
E-COM Service. It lets your computer Service, your computer operator simply pre- 
transmit directly to ours. So you can send pares the message. It’s then transmitted as 
announcements and invoices, for example, data, by telephone or other communication 
while you bypass a lot of work-and expense. carrier, to any one or more of 25 Serving Post 

E-COM Service is a cooperative effort Offices throughout the country. And E-COM 
between private sector communication car- Service takes care of all the rest. 

Y (ie 
It prints your messages, which can be up en: 


to two pages long. Folds them. And puts them 
in envelopes, all at the Post Office. f 


It saves you time by letting you 
transmit your message directly to 
the Post Office by telephone or 
=< or other communication carrier. And 
need GE - sx qi SS it saves time by printing your 
Z f 4 iP message right at the Post Office. 
\ Then it delivers your mail in just 2 
days or less. 


It provides blue-and-white 
envelopes-for impact. 


way Ay 
SA 


It gives you all this-which cuts your labor * 
costs, too-for 26° for the first page. And only 
5* more for the second. Postage, paper & 
envelopes included. 


We can help you figure out the best 
way to link up with E-COM Service. 
And we can even give you any technical 
advice you might need. 
So why not let new E-COM Service 
give you a hand with the mail? For 
more information, simply call or write 

your communication carrier or your 
local Postmaster. 


IT DELIVERS SAVINGS ALONG WITH THE MAIL. ..:::.« 


Now That the Brakes Are Off 
The Bus Industry— 


Deregulation has changed the 
ground rules, giving new 
options to some passengers, 
but headaches to others. 


From the hollows of West Virginia to 
Florida’s tourist meccas, Americans are 
starting to experience the pitfalls and 
profits of bus deregulation. 

The big scheduled carriers, especially 
No. 1 Greyhound, are abandoning rural 
stops en masse. Both Greyhound and its 
prime competitor, Trailways, are boost- 
ing fares, in some cases by as much as 25 
percent, on routes within states. 

On the plus side for riders, competi- 
tion is sprouting on some routes where 
none had existed, a development that 
could lead to lower fares. A slew of 
carriers are, for the first time, offering 
charters and tours beyond state lines— 
resulting in price cuts, improved ser- 
vice and better package deals. 

Several years could elapse before the 
full effect of deregulation can be mea- 
sured. What’s already clear is that re- 
moval of many government restraints 
is fulfilling the main goal of decontrol’s 
backers: Promotion of competition. 

The federal law that took effect last 


Vital Signs of 
The Bus Business 


Among intercity bus 
companies in 1982— 


Number of carriers 1,600 
Buses owned (total) 22,000 
Greyhound 4,146 
Trailways 1,624 
Employes (total) 50,000 
Greyhound 14,057 
Trailways 6,000 
Paid passenger 
miles (total) 27.2 bil. 
Greyhound 7.8 bil. 
Trailways 2.5 bil. 
Revenues (total) $2,100 mil. 
Greyhound $851 mil. 
Trailways $302 mil. 
Pretax profits (total) $55 mil. 
Greyhound —$1 mil. 
Trailways $3 mil. 


Note: Totals are industry estimates. Trailways 
figures do not include 53 independent affiliates. 
USN&WR—Basic data: American Bus Association, 

Greyhound, Trailways 


November gives interstate firms more 
leeway in deciding what points to serve 
and what fares to set. It also lets anyone 
who meets minimal fitness standards 
into the charter and tour business—the 
industry’s fastest-growing segment. 

“We see deregulation as a major op- 
portunity, and if you go about it the 
right way, you can go a long way,” says 
Daniel F. Prins, president of Minne- 
apolis-based Jefferson Lines. 

Declining profits. Operators hope 
deregulation will rejuvenate a business 
hurt by the recession and competition 
from airlines and cars. The American 
Bus Association estimates that pretax 
earnings of 1,600 intercity operators 
dropped 50 percent in 1982 from the 
previous year’s 112 million dollars. 


So far, Greyhound has moved the 
most aggressively to exploit its new 
freedom, seeking to end service on 
4,469 of its 94,000 route miles and 
abandon more than 1,300 stops in 43 
states. Its strategy is to eliminate un- 
profitable routes, make better use of 
interstate highways and improve ser- 
vice for cities of 25,000 or more popu- 
lation, says Senior Vice President Wil- 
liam L. McCracken. Since deregulation 
no longer guarantees Greyhound a mo- 
nopoly on well-traveled routes, he says, 
it can’t afford to subsidize losers. 

No. 2 Trailways, meanwhile, is tak- 
ing a go-slow approach to abandon- 
ments, applying to drop 50 stops in 
seven states. Like Greyhound, it’s 
boosting fares on routes within states to 
make them equivalent to interstate 
fees over similar distances. 

For now, one of Trailways’s major 
concerns is Greyhound’s less publicized 
plan to add 2,300 miles of new routes. 
Trailways fears, says Senior Vice Presi- 
dent Ted Knappen, that Greyhound 
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Bus time in Thornburg, Va., one of many communities facing loss of service. 


Last Stop for 
Many Small Towns 


Every month or so, Howard Lee, 
93, and his 68-year-old wife board a 
Greyhound bus in front of their 
home in Walton, W.Va., for the 35- 
mile journey to Charleston for med- 
ical care. 

Now Greyhound wants to discon- 
tinue that route, and the Lees, who 
don’t own a car, are at a loss. “I 
reckon we'll just have to sit here 
unless we can get someone to take 
us to Charleston,” says Hazel Lee. 

Few issues touch a more sensitive 
nerve in rural America than the loss 
of public transportation. Grey- 
hound, by far the biggest carrier, 
seeks to cut out more than 1,300 
stops, including 97 in California, 74 
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in Michigan, 66 in Minnesota and 52 
in Alabama. 

The towns themselves read like 
an American road map—Great 
Falls, $.C.; Wilton, Iowa; Gonzales, 
Tex., and Thornburg, Va. Most are 
small communities, and people fear 
that the loss of bus service would 
only contribute to their isolation. 

Greyhound, however, insists that 
few riders would be hurt by its 
abandonments, because in almost 
every instance another bus stop 
would be within 10 miles. 

As it turned out, the West Virgin- 
ia Public Service Commission re- 
fused to let Greyhound end the ser- 
vice that runs through Walton. But 
thanks to federal deregulation, the 
company will probably prevail in its 
appeal of the state’s decision to the 
Interstate Commerce Commission. 
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Write us if you'd like a booklet describing what you'll see on the distillery tour... rain or no rain. 


SOME DAYS, visitors to Jack Daniel’s are 


surprised to hear they’re in a dry county. 


It’s “dry” because we aren’t allowed to sell 
(or drink) our whiskey here. But as everyone 
knows, we make a good deal of it. And we 
enjoy taking folks from one end of our 
hollow to the other to 
show them how it’s 


done. Of course, there’s CHARCOAL 
no guaranteeing perfect & eae 
weather. But if you visit eae 
our distillery sometime b 
soon, we're certain BY DROP 


you ll have a nice day. 


Tennessee Whiskey * 90 Proof « Distilled and Bottled by Jack Daniel Distillery 
Lem Motlow, Prop., Inc., Route 1, Lynchburg (Pop. 361), Tennessee 37352 


Placed in the National Register of Historic Places by the United States Government. 
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will destroy some of the independent 
operators who are part of the national 
Trailways network. Trailways has asked 
the Interstate Commerce Commission 
to forbid Greyhound to start new 
routes until their impact on competi- 
tion is assessed. 

Though federal decontrol hasn’t yet 
led to any fare wars, there are some 
signs of price competition. One Jeffer- 
son Lines package includes a hotel 
room for one night,.a dinner and round- 
trip fare between Kansas City and Des 
Moines for $49.95. “It would have tak- 
en forever to implement this before 
deregulation,” says Prins. 

Ultimately, the biggest benefits may 
come to charter and tour passengers, 
because this is where competition is 
fiercest. “Deregulation means that this 
field is wide open,” says ABA President 
Norman Sherlock. 

Signs of the competitive upsurge can 
be seen in the ICC’s files. In the first 
four months after decontrol, some 350 
first-time applicants—almost all offer- 
ing charter services—sought ICC per- 
mission to operate across state lines. 
This compares with just 278 in the en- 
tire year before deregulation. 

Expansion. When the Conser broth- 
ers heard about decontrol, they added 
two used coaches to the one they al- 
ready owned and set up a charter out- 
fit in Holland, Mich. “We’re able to 
offer lower prices than the established 
carriers,” says Jim Conser, whose firm 
specializes in taking school and church 
groups to such places as Florida and 
the Rockies. “We do our own mainte- 
nance. Sometimes we drive the buses.” 

Established charter operators have 
responded by lowering fares and offer- 
ing promotions. Stanley Cupp, presi- 
dent of Michigan Trailways, reports 
that his firm halved some tour rates to 
meet new competition. Denny Long of 
Blue and White Lines, Altoona, Pa., 
says his company has maintained prices 
but now holds parties for passengers 
and has selected better hotels for tours. 

Not every bus company is thrilled by 
deregulation. Some say fare slashing 
and excess capacity will drive many of 
them out of business. Others complain 
of mom and pop operators who pay 
little heed to safety and maintenance 
in their fight to stay in business. 

If those complaints sound familiar, 
it’s because airlines have uttered the 
same laments since their regulatory 
shackles were removed in 1978. And if 
history is any guide, the outcome of 
bus deregulation could be remarkably 
similar—prosperity for some, disaster 
for others and a host of travel bargains 
for the public. 


By MANUEL SCHIFFRES 
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Labor 


When Workers 
Take Over the Plant 


Hard times are giving a lift to the proliferation of 
employe-owned companies, where survival 


becomes a team effort. 


Howard Kurt has unusual eating 
habits for the president and chief exec- 
utive officer of a large company. When 
he sits down for a bite at Hyatt Clark 
Industries in Clark, N.J., he is as likely 
to share his meal with a janitor as with 
a senior vice president. 

Kurt dines each week with as many 
as 50 of the 1,200 hourly employes of 
the company. He tries to stay in 
touch—and for a good reason. The em- 
ployes own the company and brought 
Kurt, a seasoned executive with an en- 
gineering background, in to run Hyatt 
Clark when they took it over. 

It is not a unique situation. Worker 
ownership is increasing around the U.S. 
at businesses both small and large. 

Making history. Next month, the big- 
gest worker takeover yet is expected to 
begin when National Steel Corporation 
employes vote on a plan to buy the 
company’s big plant in Weirton, W.Va. 

If the workers approve and financing 
can be arranged, the plant is expected 
to become the nation’s eighth-largest 
steel producer, with 7,000 employes 
and annual sales of 1 billion dollars. 

It would also become the biggest of 
more than 5,000 employe-owned com- 
panies in the U.S.—up from fewer than 
300 in 1976—and one of a growing 
breed that gives a greater say in a busi- 
ness to its workers. 


Steel plant at Weirton, 
W.Va., slated to become 
the largest worker-owned 
company in the U.S. if em- 
ployes vote for an ESOP, 
an employe-stock-owner- 
ship plan. 


As a result, workers who never 
dreamed of ascending from the plant 
floor to the corporate suite are suddenly 
being thrust into positions of real power. 

Last month, for example, former 
union official Lyle Taylor was elected 
president of the Rath Packing Compa- 
ny of Waterloo, Iowa. Taylor had 
helped engineer a plan that in the last 
three years has shifted control of the 
company to its employes. 

At Hyatt Clark, three positions on 
the board of directors are set aside for 
union representatives, three for man- 
agement and seven mostly for financial 
advisers independent of the company. 
“I consider the union leaders who are 
directors to be members of my staff,” 
says Kurt. “Every time I have a staff 
meeting, I include them.” 

New relationships between workers 
and management are having profound 
impacts on the way companies operate 
day to day, and on profits and competi- 
tive ability, experts say. 
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Since buying the troubled business 
from General Motors in 1981, employe- 
owners of Hyatt Clark, which makes 
bearings for cars, trucks and locomo- 
tives, have reduced the company’s 
monthly break-even point from 12 mil- 
lion dollars in sales to below 6.5 million 
by cutting costs—including their own 
wages and benefits—and boosting pro- 
ductivity. Scrappage is down by a third. 
Besides frequent meet- 


Until the last couple of 
years, some experts say, 
most employe-ownership 
plans were management 
vehicles for sharing a piece 
of the pie and getting bet- 
ter productivity without 
changing the organiza- 
tional structure of the 
companies much. “But 
now,” says Warner Wood- 
worth, an associate profes- 
sor of organizational be- 
havior at Brigham Young 
University, “there’s a new 
wave of employe-owned 
companies emerging in 
which the worker-owners 
are pushing for power 
from the outset and saying, 
‘Let’s structure this so that 
we can have some clout.’ ” 


All in the Family 


Major companies that are 100 percent employe owned— 


Headquarters 

Weirton (steel) * Weirton, W.Va. 
Southern Medical Services 

(nursing homes) Birmingham 
The Okonite Company 

(cable manufacturing) Ramsey, N.J. 
Hyatt Clark Industries 

(roller bearings) Clark, N.J. 
Katz Communications 

(broadcasting, ad sales) New York 
Bates Fabrics (bedspreads, 

construction textiles) Lewiston, Me. 


South Bend Lathe (machine tools) South Bend, Ind. 
*In process of formation. 


ings between managers 
and hourly workers, pr 

lem-solving sessions are 
held each week with the 


Employes manufacturing superin- 
7,000 tendents. The salaries of 
Kurt and other company 
officers are posted public- 

3,500 ly, and employes are reg- 
ularly kept informed 

1,850 about how the company is 
doing financially. 

1,400 Kurt says the effort is 
paying off on the bottom 
line. A money loser that 

1,100 GM wanted to close be- 


fore the employes got to- 
950 gether to take it over, Hy- 
att Clark is now holding 
230 its own. Although it lost 
5.5 million dollars during 
the first half of 1982, the 
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company broke even in the second half 
of the year and expects to be in the 
black for 1983. 

“I do not see how any outside owner 
could have turned Hyatt Clark Indus- 
tries around,” says Kurt. “We own this 
place, and everyone is working like an 
owner.” 

Tax breaks. What makes worker 
ownership possible for Hyatt Clark and 
Rath—and for Weirton if that purchase 
comes to pass—is a device called an 
employe-stock-ownership plan, or 
ESOP. Under the plan, ownership is 
transferred, financing is handled and 
debt repaid with significant federal tax 
advantages for the new companies. 

Some of the companies turning to 


jections for profitability did not have 
the company breaking even until the 
end of 1985. But Taylor says improve- 
ments have come so rapidly that it is 
possible for the business to go into the 
black sooner. 

Besides gains in efficiency and prod- 
uct yield, Rath is saving money through 
greater employe initiative in the work- 
place—an element that experts feel 
plays a large role in the profitability of 
employe-owned companies. By chang- 
ing something as simple as loading-dock 
routines, for example, employes have 
saved the firm $250,000 a year. 

“For years and years, companies of- 
fered the suggestion-box approach 
where managers would either rework 
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Typical where workers are owners: Lunch with the boss at Hyatt Clark Industries. 


ESOP’s are unprofitable—the step 
viewed as a last resort to save a business 
and jobs for employes. According to the 
National Center for Employe Owner- 
ship, buy-outs of failing companies ac- 
count for 15 to 20 percent of businesses 
whose employes are majority owners. 

A much larger number of companies 
were organized as employe owned 
from the beginning or gradually be- 
came so. In some cases, titles were 
transferred to employes at the retire- 
ment or death of previous owners. 
Most ESOP firms are successful, and 
few go under. 

Rath is an example of a firm that had 
its back to the wall. “If Rath were not 
employe owned, it would have been 
out of business in 1979,” says William 
Foote Whyte, professor emeritus of in- 
dustrial relations and sociology at Cor- 
nell University. “This is a case of a com- 
pany that was, in effect, bankrupt and 
could only have been saved by the em- 
ployes’ pitching in to turn it around.” 

Today, Rath is still losing money— 
more than 6 million in 1982 alone, and, 
says President Taylor, the original pro- 


90 


the employe’s idea or disregard it alto- 
gether,” says Gene Redmon, president 
of Rath Local 46 of the United Food and 
Commercial Workers Union. “With em- 
ploye ownership, the company is listen- 
ing much more closely because it’s a 
mutual problem.” 

Not all peaceful. Employe owner- 
ship doesn’t guarantee labor peace. 

Rath workers in Indianapolis, unlike 
those in Iowa, elected to stay out of the 
stock-ownership plan. They are cur- 
rently on strike against the company at 
their plant. South Bend Lathe, another 
employe-owned company, was struck 
in 1980. 

“Just because you become 100 per- 
cent employe owned doesn’t mean ev- 
erything’s hunky-dory the next day,” 
says Dick Boulis, president of South 
Bend Lathe. “When you're profitable, 
differences tend to get smoothed over. 
But if you’re not and you have to dis- 
continue bonuses, for example, dissatis- 
factions surface and you’re no more ex- 
empt from a strike than anyone else.” 

Workers even disagree among them- 
selves about their new relationship 


with management in employe-owned 
companies. “They go through the mo- 
tions, but they don’t really consult us 
that much,” comments Hyatt Clark 
employe James Mataro. Counters Jim 
Zarrello, chairman of -the union bar- 
gaining committee at Hyatt Clark and 
a member of the company’s board of 
directors: “Not only is there more con- 
sultation, but the decision-making pro- 
cess has been expanded.” 

Arguments over compensation for 
executives are not unknown, either. 
“My salary was the subject of great de- 
bate,” says Kurt, Hyatt Clark’s presi- 
dent. “People were questioning wheth- 
er nonunion people took as great a 
wage cut as union people.” Adds How- 
ard Gleason, president of employe- 
owned Bates Fabrics, Inc., of Lewiston, 
Me.: “I’ve found that negotiations are 
the same as if I were conducting them 
for General Electric.” 

Biting the bullet. How much each 
worker earns is already under discus- 
sion at Weirton. To get their new com- 
pany off the ground, employes at the 
steel mill may have to accept reduc- 
tions in pay and benefits of 19 percent. 

The deep cuts in labor costs are 
needed to make the plant’s products 
more competitive—a factor that en- 
tered into National Steel’s original de- 
cision not to invest more money at 
Weirton and to scale back operations 
there. 

Wages are just the first hurdle that 
the Weirton employes will have to 
clear. Longer term, they will be re- 
sponsible through their ESOP for pay- 
ing 66 million dollars for the mill itself 
and an additional 300 million for in- 
ventory materials such as coal and iron 
ore. Because the money will be bor- 
rowed, the workers won’t contribute 
any cash up front for the purchase it- 
self—only what they give up indirectly 
through lower income. 

Experts rate Weirton’s chances of 
survival under employe ownership as 
excellent. The plant has a reputation 
among its customers for making superi- 
or products—mainly tin plate for bev- 
erage and food containers and steel for 
autos and appliances. 

Adding to the chances that Weirton 
will make it is the track record of simi- 
lar setups in general. 

“The failure rate of employe-owned 
companies is phenomenally small com- 
pared with traditionally owned firms,” 
says Woodworth of Brigham Young 
University. “When you consider that so 
many of these firms are growing out of 
the discards of industry and being 
turned around, it holds real promise 
for the future.” O 
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Finance Trends 


Rate fall. The Wachovia Bank & 
Trust Company of Winston-Sa- 
lem, N.C., lowered its prime 
lending rate half a percentage 
point to 10 percent on April 6. 
Other big banks kept their rate 
at the 10% percent level set last 
February. 


IRS score card. By the end of 
March, the Internal Revenue Ser- 
vice had refunded 24 billion dol- 
lars to U.S. taxpayers and planned 
to issue an additional 41 billion 
later this year. In 1982, refunds 
totaled 55 billion. The agency also 
said that refunds on returns pro- 
cessed so far this year averaged 
$713.83, up $10.87 from last year. 

Separately, the IRS said that of 
the 48.5 million tax returns filed 
by mid-March, 1,873 included 
donations to help repay the pub- 
lic debt, which now stands at 1.2 
trillion dollars. The sum total of 
gifts: $135,575.15. 


Bigger payouts. Standard & 
Poor’s Corporation said that 555 
firms boosted their dividends in 
the first quarter of 1983, com- 
pared with 658 in the same peri- 
od a year earlier. Dividends were 
reduced or waived by 84 compa- 
nies—25 fewer than in the first 
quarter of 1982. 


Antitrust probe. The Justice De- 
partment is investigating four 
firms that act as brokers for Trea- 
sury issues but restrict their elec- 
tronic trading system to only 36 
banks and securities firms. Fed- 
eral trustbusters are studying 
whether limited access to this 
key market gives its participants 
an unfair advantage over other 
companies that also deal in U.S. 
securities. 


Mismanaged loans. The Farm- 
ers Home Administration made 
nearly 2 billion dollars’ worth of 
questionable loans during 1980, 
according to the Department of 
Agriculture. It reported that 
many of these low-interest loans 
went to farmers who could afford 
to borrow at higher rates from 
private lenders. The audit also 
found that rural-housing loans of- 
ten were made to borrowers 
whose annual incomes exceeded 
the maximum limit of $15,600. 
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Managing Your Money 


Got the Computer Bug? 


By John W. Hazard 

The newest status symbol for many 
people is owning a personal comput- 
er. At the very least, the “in” thing at 
social affairs is to discuss what kind 
you should buy. 

Nevertheless, many experts be- 
lieve that unless you have your own 
business, acquiring a versatile com- 
puter and teaching yourself how to 
operate it may not be worth the 
thousands of dollars and many long 
learning hours it could take. They 
say you can handle your household 
accounts, checkbook and tax returns 
more easily yourself. 

Jack Falvey, a management con- 
sultant in Londonderry, N.H., asks, 
“Would you buy a piece of equip- 
ment for $4,000 or $5,000 that will 
be idle 90 percent of the time? 
Would you buy a Cessna and learn 
to fly just to go to Boston?” 

On the other hand, Harold Kinne, 
senior vice president of Future Com- 
puting in Richardson, Tex., thinks 
his computer is dandy. “It’s the per- 
fect filing cabinet,” he says. It keeps 
track of business lunches, travel, 
long-distance calls and the names of 
clients by last name, first name and 
affiliation. Stored in his computer 
are records on all his investments. 
He can call up his portfolio to find 
original cost, date of purchase, cur- 
rent dividend, yield, present value, 
leaders and losers. 

“If you are going to perform an 
operation only once,” says Kinne, 
“you don’t need a computer. But you 
can use one if you want to keep and 
repeatedly call up large amounts of 
information. A lawyer or accountant 
can allocate expenses to each client.” 

According to Avner Parnes, presi- 
dent of the Math Box, a busy com- 
puter company based in Rockville, 
Md., people buy home computers 
because, first, they want to learn—to 
have “computer literacy.” Initially, 
people can file recipes and address- 
es or do home accounting. A second 
home use, Parnes says, is education. 
“The computer can teach math, lan- 
guages or world history. It doesn’t 
get bored or laugh when you make a 
mistake.” Third are games, now a 
side feature. Fourth is the business 
application—word processing, writ- 
ing, editing on the videoscreen, or 
use of an electronic spread sheet 
that puts columns of figures on the 


screen and answers questions such 
as, “If I change this figure, how will 
it change the rest?” 

If you do decide to shop for a 
computer, you will need to under- 
stand at least some computer jar- 
gon. Here are a few key terms— 

The microprocessor or central pro- 
cessing unit (CPU) sorts and re-sorts 
bits of information. With read-only 
memory (ROM), CPU can read and 
use information or instructions called 
programs put on discs by the manu- 
facturer. With random access memo- 
ry (RAM), you can write your own 
data or instructions on discs. To write 
a program on RAM, you need to learn 
a computer language: BASIC, For- 
tran or Pascal. The input device is a 
typewriterlike keyboard. Output de- 
vices are the videoscreen or cathode- 
ray tube (CRT) and a printer. “Peri- 
pherals” are attachments—a printer, 
for instance, or a modem, which at- 
taches the computer to a telephone 
enabling it to talk to other comput- 
ers, and data banks, which provide 
such information as news, stock-mar- 
ket reports, reference material, edu- 
cational programs and catalogs for 
shopping. 

The top six. Computers are made 
by approximately 150 companies, 
but 90 percent are sold by six firms— 
Apple, IBM, Atari, Commodore, 
Texas Instruments and Radio Shack. 

Prices range from $100 to $1,000 
for computer learning, games and 
educational programs; about $3,000 
for complete home use, and $5,000 to 
$10,000 for small-business use. Pro- 
grams cost roughly $40 to $400 each. 

Before committing yourself, do a 
lot of questioning and listening. 
Read magazines and books and per- 
haps attend a 2-hour computer-user 
meeting. Get demonstrations of dif- 
ferent models. 

For “Tips on Buying a Home 
Computer,” send a self-addressed, 
stamped No. 10 envelope with 25 
cents in coin to the Council of Bet- 
ter Business Bureaus, 1515 Wilson 
Boulevard, Arlington, Va. 22209. 

The Personal Computer Book, 
written by Peter A. McWilliams, is 
published by Prelude Press and dis- 
tributed by Ballantine Books. 


Managing Your Money is written for 
US.News & World Report by an 
independent financial authority. 
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NEWS-LINES. 


Court and Government Decisions With 
Impact on Business, Employes, Consumers 


UNION LEADERS cannot be more 
severely disciplined than other 
members, decides the Supreme 
Court. After an illegal strike at the 
Three Mile Island nuclear plant, 
rank-and-file union members were 
suspended for five to 10 days while 
leaders received 25-day suspensions. 
The Court finds that unless a union’s 
contract explicitly creates a duty for 
leaders to actively seek an end to 
work stoppages, they cannot be 
more severely punished than other 
workers for contract violations. 


OWNERS OF CONDOMINIUM units 
are only liable for injuries to their 
tenants to the extent of their per- 
centage of ownership of the condo- 
minium as a whole, where injury 
results from the negligence of the 
condominium association, the Texas 
Supreme Court rules. It says a con- 
dominium-apartment owner has no 
more control over operations of the 
- condominium than a stockholder in 
a corporation. Thus, it says, liability 
of a unit owner is limited to his or 
her interest in the entire complex. 


RETIREMENT FUNDS may be used 
to provide low-interest loans to fund 
participants, says a U.S. district 
court. An Operating Engineers 
Union local in Florida used Employe 
Retirement and Income Security 
Act (ERISA) funds to provide home 
loans for participants at rates signifi- 
cantly below those on the open mar- 
ket. The Labor Department charged 
that the union violated its fiduciary 
responsibility by not acting in the 
exclusive interest of plan beneficia- 
ries. The plan trustees argued that 
ERISA does not specify that funds 
must be loaned at market rates. 


ATTORNEYS’ FEES that must be 
provided under the Equal Access to 
Justice Act when a government agen- 
cy is guilty of bad-faith conduct are 
more easily obtainable under a ruling 
by a U.S. appeals court. In the past, 
courts have held that payment of 
attorneys’ fees to challengers of gov- 
ernment actions is not permitted 


when the legal position of the United 
States was substantially justified. In a 
case involving the Environmental 
Protection Agency, an appeals court 
now finds that the agency actions 
that led to the court challenge, not 
just its position in court, must also 
have been substantially justified. 


STATE IMMUNITY LAWS do not 
shield local governments from suits 
under the Age Discrimination in 
Employment Act, holds a U.S. dis- 
trict court. The Borough of Baldwin, 
Pa., is thus open to an age-discrimi- 
nation suit brought by a building 
inspector who was forced by a local 
ordinance to retire at age 65. 


LIFE-SUSTAINING treatment may 
be withdrawn from a terminally ill, 
incompetent patient by a court-ap- 
pointed guardian, the Washington 
State Supreme Court rules. The 
court points out that Washington, 
along with five other states, recog- 
nizes the right of a patient to refuse 
life-sustaining treatment in appro- 
priate circumstances. It declares that 
an incompetent should have a similar 
right as determined by a guardian. 


MATERNITY BENEFITS may not be 
cut off to a couple who relied on the 
benefits when conceiving a child, 
says the Mississippi Supreme Court. 
It gives a couple the right to sue an 
insurer that canceled a group-insur- 
ance policy with an employer. 
While acknowledging that the in- 
surance contract was between the 
employer and the insurer, and that 
its cancellation was agreed to by 
these parties, the court does not be- 
lieve this relieves the insurer of all 
obligations to the couple. 


LUMP-SUM distribution of a pen- 
sion-and-profit-sharing plan need 
not be given to departing plan par- 
ticipants, rules a U.S. appeals court. 
While a law firm had in the past 
made lump-sum payments, the 
court holds to the wording of the 
firm’s plan that gives trustees “sole 
discretion” to make payments. 


Conclusions expressed here are based on decisions of courts, government agencies 
and Congress. For reasons of space, these decisions cannot be set forth in detail. 
On written request, U.S.News & World Report will refer readers to the basic material. 


TAX RULINGS 


With Pocketbook Impact— 


Deducting legal fees. When the 
Robbs bought their new home, 
the broker represented that he 
would personally defend against 
any liens put on it, and, if neces- 
sary, pay them himself. When me- 


chanics’ liens were slapped on the 
house, the Robbs had to pay 
$5,000 to avoid losing it at a sher- 
iffs sale. And the broker—who 
was also president of the develop- 
ment firm—refused to reimburse 
them. The Robbs sued the broker 
and, in anger, erected a 12-foot 
sign alongside their residence 
warning viewers to “deal with this 
man” only “at your own peril.” 
The broker-developer promptly 
sued for libel. The Robbs won the 
suit and were awarded $7,904 in 
damages and costs. But their legal 
expenses in just one of the years 
prior to trial came to $9,812. They 
deducted the $9,812 as expenses 
incurred for the conservation of 
income-producing property. 

Now, the Tax Court has held 
against them. Deductibility, said 
the court, “depends on whether 
the suit arose in connection 
with” the Robbs’ “profit-seeking 
activities.” Since their suit arose 
from the purchase of their resi- 
dence, it was a personal expense, 
not a business outlay. 


IRS interest charges. Starting 
with this year, new rules apply to 
interest charged by the Internal 
Revenue Service on unpaid taxes 
and paid by the agency on over- 
payments by taxpayers. 

This means, among other 
things, that people who deliber- 
ately hold back on payment of 
taxes they owe, with the idea of 
paying up later with interest, will 


find the cost has risen sharply. 

Under the new rules, the IRS 
will redetermine the rate to be 
charged—and paid—every six 
months. And, for the first time, 
delinquents will have to pay in- 
terest on interest. Interest will be 
compounded daily at, for the first 
half of 1983, 16 percent. 

In a new revenue procedure, 
the agency spells out the rules and 
offers examples of application. 


Requests for citations should be addressed 
to Reader Service, 2300 N Street, N.W., 
Washington, D.C. 20037. 
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“4 Xerox 5400 
$16,095 


IBM Series Ill 
Model 10 
$22,635 


Xerox and IBM give you copies 
as good as the Minolta EP 300. 


They just cost more. .. 


When we say Xerox® and IBM® give you copies as good as 
the Minolta EP 300 we're being modest 

Because 74% of consumers interviewed by Nationwide Con- 
sumer Testing Institute said the copies produced by the EP 300 
were clearly superior 

So, while the Xerox and IBM certainly do bigger jobs, they 
don’t do better jobs than the compact Minolta EP 300 when it 
comes to copy quality 

The EP 300 has Minolta’s exclusive micro-toning system. So its y 
copies are extraordinarily crisp and clear. With blacker blacks. From top to” 
bottom and edge to edge. On virtually any paper up to 10 x 14” Ms 

There's also an electri troubleshooter to spot ” 
and prevent problems. And a universal tray a 
so you can change paper sizes without changing Minolta EP3 ( 
trays bia, 
And there's the new Minolta EP 300RE. Superb $2,195 | Eee 
Minolta copy quality plus enlarged and reduced copies. So 
now you can enlarge fine details in the original for greater legibility. Or reduce 
ledger, legal and computer printout-size originals to convenient letter-size copies 
With all this extra versatility, the EP 300RE costs just $3,295 

If you'd like the test results, send us the coupon 

If you'd like the name of your nearest authorized 


USN-4/18 
C Please send me the copy test results 

I'd like more information. Please have my 
local dealer contact me 


Name 

Minolta dealer, look under our trademark in the 
Yellow Pages. Or call toll-free 800-526-5256. In NJ., a> Title 
201-797-7808 ————— Conan 

The Minolta EP 300 Series. The small copiers that — eh SEM 
prove size isn’t everything ae Address 
The Minolta EP 300. t 
At up to 10 times the price, MINOLTA GCitysie ss Stale 
we'd still look good. Zipmiises ae T= Telephone 


© 1982 Minolta Corporation. Product appearance, prices and/or specifications subject to 
change without notice Copiers tested were the Xerox 5400, the IBM Series Ill Model 10 P 
and the Minolta EP 300. Xerox and IBM prices are those in effect as of 7/1/82. Xerox® and acta Gaeindree. EquipmentDivision 
IBM® are registered trademarks of Xerox Corporation and International Business (es ih hs a 
Machines Corporation, respectively ee 8 ._ ca 
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The Editor’s Page 


The Illegals: One More Try 


By Marvin Stone 


Last year the Senate wisely approved a bill to 
patch gaping holes in America’s immigration 
laws. But a battle-weary House could not bring 
the matter to a vote, and so it died. Now, 
Senator Alan Simpson and Representative Ro- 
mano Mazzoli have reintroduced their bill un- 
der conditions of even greater urgency. Deval- 
uation of the peso, the failure of Mexico’s oil 
boom to help the perennial poor, the trouble in 
El] Salvador—all have combined to swell the 
tide of illegals across our southern border. 

In February of this year, 80,310 persons 
were caught trying to enter illegally across that 
border, in search of jobs and of high-value 
dollars to ship home, compared with 54,863 in 
February of 1982. Since estimates of the pro- 
portion detected range from 1 in 2 to 1 in 5, 
that translates into hundreds of thousands or 
millions of new illegal inhabitants this year if 
the influx continues at the present rate. 

This is not a purely academic problem. The 
population in some U.S. counties along the Rio 
Grande has been increasing five times as fast as 
the national average. The cost of services for 
the newcomers already is straining local. bud- 
gets. In some places, unemployment of 50 per- 
cent is reported. Times like these leave little 
room for the old argument that illegals take 
only those jobs that citizens despise. 

The main provisions of the Simpson-Mazzoli 
bill deal with that problem of illegal entry. 
Persons applying for jobs would have to identi- 
fy themselves as legally eligible. Businessmen 
hiring ‘“‘undocumented”’ workers would be pe- 
nalized. This procedure, if effective, would re- 
move the principal reason for illegal entry into 
the United States. 

There is a compassionate payoff. Most ille- 
gals already in the U.S. would get a chance to 
legalize their presence. But newly strenuous 
measures would be imposed to diminish fur- 
ther border jumping. 

As with the Social Security rescue plan passed 
earlier this year, hardly anybody closely in- 
volved would be expected to like all of the 


Simpson-Mazzoli bill. The U.S. Chamber of 
Commerce wants to relieve businessmen of bur- 
dens by making the identification system volun- 
tary instead of mandatory. The American Bar 
Association proposes a variety of changes and 
plans a committee of legal experts ‘‘to work 
with Congress.’’ One coalition of Hispanic citi- 
zens fears increased discrimination and de- 
mands tighter safeguards. States and cities wor- 
ry about paying for services for the newly 
legalized, and they ask assurance that the federal 
government will pick up the tab. 

But this bill is the culmination of more than 
10 years’ work and hearings to reach the best 
possible blend of compromise and effective- 
ness. Atty. Gen. William French Smith has con- 
gratulated the authors of the present legislation 
on ‘“‘how well you balanced the many compet- 
ing interests.” 

In addition to all else, there is the question of 
the Mexican government’s reaction to the job 
restrictions. But Mexico has no logical reason 
to object. There has never been any secret 
about the United States’ desire to decide how 
many shall take up residence in the country. 
And although we are sympathetic and friendly 
and want to be helpful, there is no justice in 
any thought that we are obligated to take in 
others’ poor and care for them at the expense 
of our own. 

Michael Teitelbaum, a senior associate of the 
Carnegie Endowment for International Peace, 
sums it up: “The right to control immigration 
across its borders is universally considered one 
of the few fundamental characteristics of a sov- 
ereign state.” 

To fulfill this right so far as possible, the 
Simpson-Mazzoli bill is being marked up now 
for submission to the House and Senate, with 
the objective of beginning debate by mid-May. 
This time, it deserves a smooth passage. The 
Attorney General is telling the straight facts 
when he declares: “‘Each day lost in enacting 
effective reform legislation makes it increasing- 
ly difficult to remedy these problems.” 
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THE TEU CHEVROLET CAVALIER. 
ITS NEW HIGH COMPRESSION FUEL-IUECTED 
ENGINE WILL MAKE IT GO QUICKER. 
SO WILL ITS NEW LOWER PRICE. 


Chevrolet is utilizing advanced state-of-the-art The new 2.0 Liter Cavalier. Powered by 
front-wheel-drive technology in the new Cavalier. Chevrolet’s determination to put Cavalier on top. 
With its new high-torque, electronically fuel-injected And priced to keep it there. 
2.0 Liter engine and new lower price* it’s going to See and drive the new fuel-injected Cavalier 
give imports competition they haven't seen before. Sedan, Coupe or Wagon. From America’s sales 
Cavalier’s front-wheel-drive response and leader. With all that Cavalier offers today, if you 
available new 5-speed transmission are designed haven't seen your Chevy dealer, you're not ready 
to offer you a new level of driving pleasure. to buy. 


Front-wheel-drive Cavalier Sedan 


Let’s get it together... buckle up. 


*Based ona comparison of Manufacturer's Suggested Retail Prices for 
5 alier models. Levels of equipment vary. 

__} Some Chevrolets are equipped with engines produced by other GM divisions, 
subsidiaries, or affiliated companies worldwide. See your dealer for details. 


ee e introduced the Ze ppt Sim oA 
very first Sony Betamax® 4 9 ’ RE 
home videocassette ey a - ) CEOviES on 
recorder in 1975, it ts —— . 
was an idea whose 
time had come. In 

fact, the Betamax 


Software is no soft 
spot with Sony. 
ecause with over 


so popular, it was being released, 
widely imitated. In there are more dif- 
two separate for- ferent and exciting 
with allowed us to before. And Sony 
produce the best- offers more different 
quality video products blank tape than anyone. 
that the Sony tradition de- A BETA TOMORROW. 
manded. The Beta format. The only thing more 
A HEAD START IN impressive than all the com- 
HEAD DESIGN. ponents and accessories the 
The first criterion our engi- ——— Sony Betamax system has to 
neers considered was picture videocassette in the world. offer today, is all it has to offer 
quality. And with a larger video __ It's actually 20% smaller than tomorrow...more and more 
head drum, Beta was the clear _ the other format’s cassette, exciting Sony innovations such 
choice. Because the bigger which allows us to design as Beta Hi-Fi, by far the best- 
head offers a higher “writing Betamax VCR's smaller than sounding VCR you've ever 
speed,’ which translates to bet- _ the other format’s VCR's. And heard, and Betamovie, the 
ter picture quality. that can make a big differ- world’s first all-in-one home 


ence, especially when it video camera/recorder...all 
comes to the exciting world of _ fully compatible with existing 
portable VCR's. Beta equipment. 


Sa 


SMALLER IS BETA. 


The Beta videocassette is the ay eee eR = 
smallest-sized long-playing V2" @Sren ae ma ; eR, 


HEAD TO HEAD 
WHY SONY IS BETA 


mapnnt ONE VERY 10 Shopping foraVCRcanbe _ store, find the first salesman 
very complicated. Oritcanbe you see, and simply ask, 
ASK WHEN YOU SHOP very simple. Because all you “Which one’s the Sony?” 


really have to do is walk into the O 
SONY. 


© 1983 Sony Corporation of America. Sony, 
Betamax, Beta Hi-Fi, and Betamovie are 
trademarks of Sony Corporation. 


BETAMAX. 
THE SONY OF VCR’S. 


Warning: The Surgeon General Has Determined 
That Cigarette Smoking Is Dangerous to Your Health. 


100's: 9 mg."tar”, 07 mg. nicotine av. per ci J 
FILTER: 9 mg. “tar”, 0.7 mg. nicotine av. per ¢ 
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VANTAGE. 
THE TASTE OF SUCCESS. 
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REYNOLDS TOBACCO CO 


rans 


Great Taste “Wj 
with Low Tar. 
That’s Success! 


